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I.  Introduction 

Determination    of  the  factors  encouraging  the  development  of  vertical  inte- 
gration in  agriculture  is  an  important  objective  of  much  current  research  in 
agricultural  marketing.    Emphasis  can  be  focused  on  the  econonic  issues  involved 
in  the  development  of  new  processing  techniques,  improvement  of  facilities,  or 
adaptation  of  other  technical  procedures  for  more  efficiently  performing  market- 
ing functions.    Another  research  gives  principal  attention  to  the  economic  prob- 
lems relating  to  the  use  of  the  marketing  system  as  a  coordinating  mechanism  for 
the  decisions  made  with  respect  to  each  of  the  marketing  functions  performed. 
This  study  considers  the  latter  range  of  problems  as  they  exist  in  the  California 
broiler  processing  industry  with  particular  emphasis  on  the  coordination  of 
decisions  on  matters  of  mutual,  interest  to  the  processor  and  his  suppliers  of 
live  birds. 

The  responsibility  for  accomplishing  the  myriad  of  physical  actions  neces- 
sary to  present  a  finished  food  product  to  the  consxjmer  is  divided  among  many 
persons  and  firm  units.    This  reflects  the  high  degree  of  specialization  existing 
in  our  economic  system.    But  while  performance  responsibility  is  largely  divided, 
the  decisions  made  at  each  level  are  not  unrelated.    The  actions  taken  by  the 
broiler  grower,  for  example,  may  very  well  affect  the  decision  possibilities  at 
the  processing  level.    In  fact,  to  take  full  advantage  of  technical  specializa- 
tion in  the  performance  of  the  large  number  of  economic  tasks  it  is  necessary 
to  develop  a  coordinating  mechanism  which  brings  into  balance  the  actions  taken 
by  a  mviltitude  of  individual  firm  units. 

Major  adjustments  have  occurred  in  the  structure  of  the  food  market  at  the 
retail,  wholesale,  and  processing  levels.    Farmers  in  many  areas  and  for  many 
commodities  do  not  produce  for  the  kinds  of  markets  represented  by  auctions, 
public  stockyards,  or  commodity  exchanges.    These  markets  were  designed  to  absorb 

1/  Cooperative  Agent,  Agricultural  Marketing  Service,  U.  S.  Department  of  Agri- 
ciilture;  and  Assistant  Specialist  in  the  Agricultviral  Experiment  Station,  College 
of  Agriculture,  University  of  California. 
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whatever  q.uantities  and  types  of  products  were  supplied  "by  growers  who  often 
possessed  only  limited  information  concerning  the  relationship  between  desired 
patterns  of  production  and  demand  specifications  of  processors,  retailers,  and 
consiomers.    The  kinds  of  supplies  available  on  the  typical  "open"  market  seldom 
satisfy  the  requirements  of  mass  production  or  mass  merchandising;  that  is, 
large  and  stable  supplies  of  a  product  of  uniform  and  acceptable  quality. 

These  changes  in  the  food  market  are  reflected  at  the  producer  level  in 
terms  of  altered  choice  of  product  and  product  characteristics,  scale  of  farm 
unit,  and  method  of  operation.    The  functions  necessary  to  move  food  from  the 
grower  to  consumer  are  beccaning  highly  coordinated  units  of  a  single  system 
designed  for  an  ever-enlarging  volume  of  food  production.    To  say  that  the 
performance  of  these  functions  is  increasingly  coordinated  is  to  imply  a  change 
in  the  decision-making  process.    For  to  coordinate  the  performance  of  several 
economic  activities  means  that  the  selection  of  individual  coiirses  of  action 
is  not  made  without  regard  for  the  selection  of  others. 

Total  resource  use  in  production,  processing,  and  distribution  operations 
can  only  be  minimized  if  the  actions  of  firms  performing  these  interrelated 
activities  are  effectively  coordinated.    The  coordinating  system  used  must  en- 
courage firms  at  one  level  to  plan  their  operations  by  taking  into  consideration 
the  effects  of  their  actions  on  the  profit  determinants  of  the  firms  at  preceding 
and  succeeding  levels.    If  such  coordination  is  not  achieved,  many  of  the  eco- 
nomic gains  from  specialization  may  be  lost.    It  seems  evident,    for  example, 
that  xanless  specialized  broiler  growers  take  into  consideration  the  effects  of 
raw  product  attributes  on  the  processing  costs  of  specialized  broiler  processors, 
the  total  costs  of  production  and  processing  may  be  considerably  increased. 

The  Role  of  Price — Communication  and  coordination  in  agricultural  marketing 
have  Icaig  been  performed  by  prices  set  within  a  so-called  "open  market"  system. 
These  prices  were  determined  on  such  markets  as  the  grain  exchanges  or  terminal 
fruit  auctions  by  many  biiyers  and  sellers.    The  bxiyers  and  sellers  met  at  the 
time  of  saJ.e  and  each  bt;iyer  selected  from  the  products  available  those  with 
tbs  characteristics  which  best  fulfilled  his  requirements.    The  grower  made  his 
adjustment  to  bxayer's  requirements  after  translating  market  prices  paid  for 
various  offerings  into  a  set  of  specific  production  practices. 

Prices  established  in  the  market  summarize  a  great  deal  of  information  con- 
cerning product  attributes.    The  arguments  for  the  use  of  prices  determined  on 
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an  '»open  market"  are  largely  based  on  the  econongr  involved  in  this  summary  figure. 
However,  it  seems  apparent  in  agricultural  marketing,  as  well  as  in  other  indus- 
tries, that  other  methods  than  price  are  increasingly  used  to  coordinate  buyer 
and  seller  activities.    This  may  be  accomplished  by  complete  integration;  that 
is,  ownership  of  production,  processing,  and  distribution  facilities  by  one  firm, 
which  reduces  the  exchange  transaction  to  an  intrafirm  transfer  and  makes  possible 
a  high  degree  of  coordination.    However,  the  major  variation  from  the  use  of  price 
alone  to  perform  this  coordinating  function  can  be  described  as  incomplete  inte- 
gration.   Under  this  form  of  integration,  coordination  is  achieved  through  various 
types  of  contractual  agreements  or  other  administrative  arrangements.  Firms 
participating  in  these  agreements  agree  to  make  jointly  acceptable  decisions  con- 
cerning variables  which  affect  their  respective  profit  accounts. 

The  integrating  arrangements  found  in  many  sectors  of  the  broiler  industry 
are  examples  of  incomplete  integration  which  has  resulted  in  a  high  level  of 
interfirm  coordination.    As  numerous  studies  of  integration  in  the  broiler  indus- 
try have  pointed  out,  these  firms  deal  with  each  other  under  the  terms  of  some 
type  of  administrative  arrangement— often  a  formal  contract,^  Similar  instances 


1/  The  following  recent  studies  are  among  those  covering  integrating  relation- 
ships within  the  broiler  industry: 

Agricultural  Experiment  Stations  of  Alabama,  Arkansas,  Georgia,  Louisiana, 
Mississippi,  North  Carolina,  South  Carolina,  Tennessee,  Texas,  and  Virginia j  and 
Agricultural  Iferketing  Service,  U,  S.  Department  of  Agriculture,  Financing  fa-oduc- 
tion  and  Itoketing  of  Broilers  in  the  South,  Part  I;    Dealer  Phase  and  Part  II : 
Grower  Phase ,  Southern  Cooperative  Series  Bui,  38  (June,  195U)  and  Bui,  57  (June, 

Frank  D,  Hansing,  Financing  the  Production  of  Broilers  in  Lower  Delaware, 
Delaware  Agricultural  Experiment  Station  Bui.  322  (Newark,  1957),  3Bp. 

W,  W,  Harper,  Marketing  Georgia  Broilers,  Georgia  Experiment  Station  Bui, 
281  (Athens,  1956),  Wpl 

0,  C,  Hester  and  W,  W,  Harper,  The  Function  of  Feed-Dealer  Suppliers  in  Mar- 
keting Georgia  Broilers,  Georgia  Experiment  Station  Bui,  283  (Athens,  19^3),  39p. 

Kenneth  D,  Naden  and  George  A,  Jackson,  Jr.,  Financing  Western  Broiler  Pro- 
duction, California  Agricultural  Experiment  Station  Bui,  753  (Berkeley,  1956),  32p, 

Richard  F,  Saunders,  Contract  Broiler  Growing  in  Maine,  'Maine  Agricultural 
Experiment  Station  Bui,  571  (Orono,  1958),  38p. 

U,  S,  Agricultural  Marketing  Service,  A  Summary  of  Selected  Recent  Studies 
on  Broiler  Financing  and  Contracting  (Washington,  1957),  I6p. 
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of  incomplete  integration  are  often  found  between  processors  of  other  commodities 
and  the  growers  of  the  raw  product.-^ 

Although  there  have  been  many  improvements  and  refinements  in  the  price  re- 
porting system  used  in  conjunction  with  "open"  agricultural  markets,  the  trend 
has  been  away  from  the  use  of  the  prices  made  on  these  markets  as  major  guides 
to  specific  production  practices.    Coordination  required  under  today's  conditions 
is  apparently  much  greater  than  can  be  accomplished  by  a  system  of  prices  alone. 
Production  plans  require  recognition  of  needed  final  product  attributes  well  in 
advance  of  the  exchange  transaction.    Although  prices  established  in  previous 
periods  give  some  guidance  to  production  decisions,  these  are  not  an  adequate 
guide  to  future  requirements.    This  is  particularly  ta:ue  if  the  production  plans 
must  be  made  far  in  advance  of  sales— 'one  or  two  years,  for  example.    Under  these 
conditions  the  need  for  direct  negotiation  on  relevant  variables  is  readily  ap- 
parent.   In  this  manner,  activities  at  each  level  of  the  production  and  marketing 
system  can  be  coordinated  to  a  much  closer  degree  and  at  a  much  more  convenient 
time  than  by  sole  reliance  on  market  prices,-^ 

The  Concept  of  Decision  Areas,— Under  conditions  of  incomplete  integration, 
the  nature  of  interfirm  relationships  can  be  conveniently  studied  by  the  intro- 
duction of  the  concept  of  "decision  areas."   A  decision  area  can  be  defined  as  a 
range  within  which  a  nuniber  of  possible  decisions  can  be  made  with  regard  to 
some  particular  action  to  be  taken.   When  the  actions  of  one  firm  are  not  in- 
dependent of  actions  taken  by  other  firms,  necessary  decisions  can  be  said  to 
fall  within  a  "joint  decision  area,"    In  this  case,  the  allocation  of  the 
decision-making  authority  is  not  usually  clear  cut.    On  the  contrary,  due  to  the 
mutual  dependence  of  both  performance  units  upon  the  actions  taken,  there  is  some 
jointly  acceptable  decision  made  idiich  is  influenced  in  some  manner  by  the  two 
parties . 


y  Norman  R,  Collins,  Willard  F.  Mueller,  and  Eleanor  M,  Birch,  Grower- 
Processor  Integration,  California  Agricultural  Experiment  Station  Bul,~738 
(Berkeley,  1959),  77p. 

R,  G,  Kline  and  M,  E.  Cravens,  Grower-Processor  Agreements  in  the  Sweet 
Corn  for  Processing  Industry,  Ohio  State  Iftiiversity  Experiment  Station  Research 
Bui.  {306  and  North  Central  Regional  Publication  No.  8$  (Wooster,  1958),  U7p, 

2/  For  a  more  complete  discussion  of  price  as  a  coordinating  mechanism,  see 
Collins,  "Changing  Role  of  Price  in  Agricultural  Marketing,"  Joiamal  of  Farm 
Economics,  vol,  XLI,  no,  3,  August,  1^59,  PP.  528-53U. 
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5. 


Analysis  of  decision  making  under  conditions  of  incomplete  integration,  sach 
as  is  predominant  in  agricultural  industries,  requires  the  definition  of  important 
joint  decision  areas  and  study  of  the  process  through  which  decisions  in  respect 
to  the  applicable  variables  are  reached.    The  decisions  made  concerning  the  vari- 
ables within  each  area  result  in  the  observed  performance  of  the  various  segments 
of  the  industry. 

The  development  of  integrating  arrangements  between  industry  segments  can  be 
viewed  as  evidence  of  the  increasing  importance  of  coordination  of  decisions  con- 
cerning the  variables  in  each  area.    Explicit  in  most  integrating  arrangements  is 
the  transfer  of  varying  amounts  of  decision-making  responsibility  among  the  parties 
to  the  arrangement.    Under  complete  integration,  the  identification  of  the  locus 
of  the  responsibility  is  relatively  easily  accomplished.    However,  under  conditions 
of  incomplete  integration,  it  is  seldom  readily  apparent. 

This  study  presents  some  important  factors  in  the  decision-making  relationship 
between  broiler  processors  and  their  suppliers  of  live  birds.    Consideration  is 
first  given  to  the  functions  performed  by  the  California  broiler  industry  and  the 
allocation  of  these  functions  among  industry  members.    Attention  is  then  focused 
on  the  nature  of  existing  interfirm  arrangements  between  processors  and  their  live 
bird  sources.    Finally,  three  important  Joint  decision  areas  in  this  relationship — 
quality  of  live  birds,volume  and  timing  of  placements  and  deliveries,  and  price — 
are  discussed  in  detail  with  emphasis  on  the  extent  and  type  of  integration  present. 

II.    Functional  Segments  of  the  California  Broiler  Industry'^ 

The  basic  functions  required  to  furnish  broiler  meat  to  the  consumer  are  pro- 
duction of  the  live  birds,  processing  to  the  desired  form,  and  distribution  to 
retailers  and  other  sales  outlets.    Attendant  to  these  functions  are  those  con- 
cerned with  supplying  essential  production  inputs,  such  as  feed  manufacture, 
breeding,  hatching,  and  others  such  as  financing,  interlevel  sales  and  transporta- 
tion, freezing,  and  storage.    The  firms  that  perform  these  activities  include 
growers,  agencies  contracting  with  growers  for  production,  input  suppliers,  fin- 
ancing agencies,  processors,  truckers,  freezers,  storage  companies,  wholesalers, 
retailers,  and  various  other  types  of  sales  agencies. 


1/  The  term    "broiler"  as  used  throughout  this  study  refers  to  heavy  breed  and 
heavy  crossbreed  chickens  raised  as  meat  birds,  which  corresponds  to  the  category 
"commercial  broilers  and  fryers"  used  by  the  California  Crop  and  Livestock  Report- 
ing Service.    Except  in  San  Francisco  where  broilers  are  differentiated  from  fryers 
on  a  weight  basis,  the  terms  broilers  and  fryers  are  generally  used  synonymously 
in  the  trade . 
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Production 

The  19^h  Census  of  Agriculture  showed  that  2,l50  California  farms  sold 
broilers  in  that  jeavM  Although  precise  figures  are  not  available,  it  is 
probable  that  the  number  of  farms  selling  broilers  in  19^7  was  smaller  than  in 
I95I4  due  to  the  general  trend  to  increased  farm  size  and  to  the  fact  that  in 
1957  there  were  1^3,1490,000  broilers  produced  in  the  state,  which  was  6,689,000 
fewer  than  in  19Sh  (Appendix  Table  A-l), 

Growing  operations  can  be  divided  into  two  general  categories— independent 
and  contractual.    The  California  Hay,  Grain,  and  Feed  Dealers  Association  has 
reported  an  estimate  that  70  per  cent  of  the  broilers  grown  in  California  were 
grown  under  some  type  of  contractual  agreement  in  1958^2/ 

Contracting  agencies 

are  usually  feed  suppliers  although  hatcheries  are  becoming  increasingly  Involved 
in  contract  growing  operations,    Ifader  the  usual  terms  of  these  agreements,  the 
contractor  holds  title  to  the  birds,  supervises  the  growing  operations,  and  mar- 
kets the  finished  broilers.    The  grower  usually  receives  a  minimum  return  for 
birds  sold  plus  some  additional  payment  based  on  feed  conversion  or  a  percentage 
of  profits  if  the  final  jarice  exceeds  the  guaranteed  minimum. 

Growers  without  these  contracts  are  classified  as  independent.    This  cate- 
gory can  be  fiirther  subdivided  according  to  the  source  of  financing  and  the 
consequent  extent  of  production  supervision.    Production  financing  is  generally 
obtained  from  input  suppliers,  principally  feed  manufacturers,  or  from  tradi- 
tional lending  institutions  such  as  banks  or  production  credit  associations. 
Broiler  growers  financed  by  input  suppliers,  but  not  under  minimum  guarantee 
contracts,  are  less  closely  supervised  than  contract  growers j  however,  in  most 
of  these  cases  a  chattel  mortgage  on  the  chicks  is  held  by  the  financing  sup- 
plier.   The  degree  of  control  over  production  and  marketing  exercised  by  the 
financing  supplier  usually  depends  upon  the  individual  grower's  experience  and 
managerial  skill.    If  production  credit  is  obtained  from  traditional  sources, 
no  direct  production  supervision  is  exercised  and  marketing  is  left  in  the  hands 
of  the  grower.    A  more  detailed  analysis  of  some  features  of  these  production 
arrangements  is  presented  in  Section  III  of  this  report,"^ 


^  U,  S,  Bureau  of  the  Census,  Census  of  Agriculture:    19$U»  California 
Counties  and  State  Economic  Areas  (Washington,  1956),  vol,  1,  part  33,  p.  87, 

2/  Calif omla  Hay,  Grain,  and  Feed  Dealers  Association,  Bulletin,  July  26, 
19^,  No.  7,  p.  1. 

^  See  also,  Naden  axid  Jackson,  32p, 
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Feed  and  chicks  are  the  principal  inputs  required  in  broiler  production. 
These  two  inputs  usually  account  for  about  80  per  cent  of  broiler  growing  costs, 
with  feed  about  60  per  cent  and  chicks  about  20  per  cent  ,-3/  Feed  supplies  for 
California  broiler  growers  are  available  from  major  terminal  mills,  usually- 
through  branches  or  dealers,  from  local  independent  milling  companies,  and  from 
cooperative  milling  organizations.   All  production  areas  in  the  state  are  served 
by  one  or  more  firms  in  each  of  these  categories. 

In  1957,  there  were  1$2  chick  hatcheirles  in  California,^  These  provided 
growers  with  the  major  broiler  strains  available  from  the  relatively  few  breeders 
providing  national  distribution.   A  study  made  in  1951-52  found  that  about  85 
per  cent  of  the  hatcheries  in  California  produced  only  the  three  most  popular 
breeds,-^ 

ftrocessing 

In  1957,  there  were  6Hi  plants  listed  with  the  State  Bureau  of  Poultry 
Inspection  as  processors  of  live  poultry.    The  great  majority  of  these  were  small 
operations ,  usually  connected  with  a  relatively  small  wholesale  or  retail  busi- 
ness.  As  a  part  of  this  study,  21  processors  operating  23  plants  were  inter- 
viewed.   These  plants,  less  than  U  per  cent  of  the  total  number,  handled  approxi- 
mately two- thirds  of  all  California  broilers  processed  in  1957  (Table  1),  The 
survey  sample  was  largely  made  up  of  the  state's  principal  broiler  processors, 
although  several  smaller  operations  were  included.    No  attempt  was  made  to  study 
interfirm  relationships  involving  the  many  very  small  broiler  processing  firms 
in  the  state. 

There  are  three  major  geographic  concentrations  of  broiler  processors  in 
California:    the  Los  Angeles  metropolitan  area,  the  San  Joaquin  Valley  between 
Fresno  and  Modesto,  and  the  San  Frm Cisco  Bay  area.    Processors  generally  draw 
their  live-bird  supplies  from  their  immediate  vicinity j  however.  Bay  area  proc- 
essors draw  some  of  their  supplies  from  the  Sacramento  and  San  Joaquin  Valleys, 

1/  Two  studies  detailing  these  costs  are:    James  F,  Miles  and  J,  Verlon 
Minchew,  Broiler  Production  in  South  Carolina,  South  Carolina  Agricultural  Experi- 
ment Station  Bui,  US  (Clemson,  195U),  p.  25j  and  Earnest  M,  Morrison  and  Thomas 
I,  Gunn,  Broiler  Production  in  Utah,  Utah  State  Agricultural  College  Experiment 
Station  Bui.  359  (Logan,  1953),  p.  9. 

2/  California  Crop  and  Livestock  Reporting  Service,  Poultry  and  Hatchery  Pro- 
duction in  California,  Suianary  for  1957  (Sacramento,  1958),  p»  12, 

3/  Naden  and  Jackson,  Price  and  Production  Policies  of  California  Broiler  Chick 
Hat'cher ies ,  University  of  California,  Giannini  Fotindation  Mimeographed  Report 
No.  171  (Berkeley,  195U),  PP.  27-28, 
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TABLE  1 

Distribution  of  Broiler  Processing  Plants  Included 
in  the  Study  and  of  Their  Volume  by  Size  of  Plant 
California,  I957 


Size  of  plant: 
normal  weekly 
number  of 
broilers 
processed 

1 

! 

Broiler 
processing 
plants 

Total  weekly  number 
of  broilers  processed 

Production 
of  these 
plants  as 
percentage  of 
total  state 
productions/ 

nxm 

ber 

per  cent 

i     per  cent 

Less  than  10,000 

h 

18,000 

3.1 

2.1 

10,000-1^,999 

7 

76,000 

13.5 

9.1 

15,000-29,999 

k 

85,000 

15.1 

10.2 

30,000  or  more 

8 

385,000 

68.3 

U6.0 

Total 

23 

564,000 

100.0 

67.4 

a/  Total  state  production  for  the  year  I957  was  43,^90, 000  broilers  or 

836,3116  weekly;  the  latter  figure  is  the  100  per  cent  total  for  the  state. 


Source:    Total  weekly  production  based  upon  total  California  production  for 
1957  as  indicated  in  California  Crop  and  Livestock  Reporting  Service, 
Poxiltry  and  Hatchery  Production  in  California,  Summary  for  1957  (Sacramento, 
195a;,  p.  7.   
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and  Los  Angeles  processors  obtain  a  large  part  of  their  supplies  ftom  the 
Antelope  Valley. 

Among  those  surveyed,  eight  plants  had  a  normal  output  of  30,000  or  more 
broilers  per  week.    The  normal  output  of  11  plants  was  between  10,000  and  30,000 
birds  per  week,  and  four  plants  processed  fewer  than  10,000  broilers  per  week 
(Table  l).    The  largest  three  plants  processed  between  6o,000  and  80,000  broilers 
per  week. 

Seventeen  firms  had  a  single  processing  plant.    Of  the  remainder,  two  com- 
panies each  operated  two  plants  in  California,  and  two  plants  were  vmits  of 
national  companies,  each  operating  numerous  po\iltry  processing  plants  throughout 
the  coiintry  but  only  one  broiler  processing  plant  in  Calif omia.'^/ 

All  of  the  plants  surveyed  had  some  type  of  conveyor  line  for  the  killing 
operation,  and  nearly  all  had  a  conveyor  set  up  for  eviscerating  and  packing. 
Eviscerating  facilities  in  the  majority  of  the  plants  were  less  than  five  years 
old,  and  many  of  the  individual  pieces  of  equipment  were  less  than  three  years 
old.    Processing  operations  include  killing,  dressing,  eviscerating,  and  packing. 
All  larger  plants  eviscerate  from  90  to  100  per  cent  of  the  birds  processed.  Of 
the  plants  included  in  the  survey,  only   three  sold  more  than  50  per  cent  of  their 
volume  in  the  New  York  dressed  fom.    These  plants  each  had  a  normal  total  output 
of  less  than  12,000  broilers  per  week.    Eviscerated  birds  are  sold  whole,  ice 
packed,  or  cut  up  and  packed  in  individual  trays.    Most  processors  do  some 
special  cutting  up  for  their  customers,  particularly  for  the  hotel  and  res- 
taurant trade.    Less  than  5  per  cent  of  processed  broilers  are  frozen. 

Although  there  are  many  specialized  turkey  processors  in  California,  about 
half  of  the  broiler  processors  interviewed  also  processed  turkeys.    The  total 
tonnage  of  tvcrkeys  processed  by  plants  which  handled  more  than  30,000  broilers 
per  week  was  about  equal  to  the  total  broiler  and  fowl  tonnage  of  these  plants. 
All  except  one  of  these  larger  processors  processed  some  turkeys.    Of  those 
handling  turkeys,  the  relative  size  of  the  turkey  operation  ranged  from  about 
half  the  broiler  tonnage  to  almost  foxir  times  as  much.    All  of  the  plants 
processed  some  fowl,  consisting  primarily  of  hens  culled  from  laying  flocks  and 
cockerels  of  the  laying  breeds.    The  total  tonnage  of  fowl  processed  varied 
widely  among  the  plants;  among  the  larger  operators,  it  ranged  from  about  5  per 
cent  to  as  high  as  ^5  per  cent  of  total  tonnage  processed. 

l/  Of  the  firms  surveyed,  12  were  corporations,  8  were  partnerships,  and  1 
was  a  single  proprietorship.    There  were  no  cooperatives  processing  broilers 
in  California  by  the  latter  half  of  1957. 
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A  function  performed  by  many  of  the  California  firms  interviewed,  in  addi- 
tion to  processing  and  sale  of  processed  products,  is  wholesale  distribution  of 
poultry  products  purchased  from  other  processors.    The  principal  products  handled 
this  way  are  ice-packed  broilers  from  out-of-state  production  areas  and  turkeys 
processed  at  other  plants,  usually  within  the  state.    Twelve  firms,  operating 
Hi  of  the  plants  included  in  the  study,  engaged  in  this  type  of  business  (Table  2) . 
For  five  of  these  companies,  this  wholesaling  function  was  the  main  part  of  their 
business}  one  of  these  processed  about  30,000  local  broilers  per  week,  but  the 
others  usually  handled  12,000  or  less  local  birds  per  week.   For  two  firms,  it 
represented  about  half  their  business,  and  for  three  firms  it  was  only  a  minor 
sideline.    Two  firms  were  units  of  national  companies  which  maintained  separate 
sales  divisions  to  sell  products  processed  by  all  of  the  firras^'  plants.    The  re- 
maining nine  firms  operated  single  plants  and  sold  on3y  the  products  processed 
in  these  plants. 

Only  one  firm  inclxxied  in  the  study  was  directly  engaged  in  feed  manufacture 
and  distribution;  however,  one  other  was  part  of  a  company  with  a  separate  feed 
manufacturing  division.    Two  processors  operated  hatcheries  and  two  grew  some  of 
their  birds  on  their  own  farms.    One  firm  operated  as  a  grower-contractor  in  the 
production  of  broilers. 

Distribution  of  Processed  Products 

In  1957 J  California  processors  interviewed  sold  5l«7  per  cent  of  their  proc- 
essed broilers  to  retail  chains,  29 ,6  per  cent  to  independent  retailers,  and 
17,0  per  cent  to  the  hotel,  restaurant,  and  institutional  trade  (Table  3).  In- 
dependent retailers  are  defined  here  as  organizations  of  tiiree  stores  or  Isss. 
The  hotel  and  restaurant  classification  includes  those  establishments  purchasing 
processed  broilers  for  resale  on  their  premises  in  a  prepared  form.  Institu- 
tional buyers  include  governmental  agencies,  the  armed  forces,  and  other  public 
and  private  institutions. 

Eighteen  processing  plants  made  almost  all  sales  directly  to  their  outlets. 
The  other  five  plants  sold  the  majority  of  their  output  through  some  type  of 
company-owned  sales  office  or  branch.    Hauling  to  the  buyer's  premises  is  done 
almost  entirely  by  the  processor's  truck.   Relatively  few  processed  broilers 
move  through  independent  wholesalers,  as  this  function  is  generally  a  part  of  the 
processor's  operations.   Small  processors  typically  retail  their  products 
directly  from  the  plant  (Table  3) • 

Two  developments  have  affected  the  distribution  of  California  processed 
broilers— the  rapid  expansion  of  supermarket  merchandising  methods  and  the 
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TABLE  2 

Size  and  Location  of  Plants  and  Functions^  of  Broiler  Processing 
Firms  Included  in  the  Study,  California,  1957 
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'JIIABLS  3 

Size,  Location,  Principal  Method  of  Sale,  and  Percentage  Distribution  of  Types  of  Sales  Outlets 
of  Broiler  Processing  Plants  Included  in  the  Study,  California,  1957 
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increasing  volvme  of  ice-packed  "broilers  shipped  in  frcm  other  states.  The 
structural  changes  within  the  food  industry  have  resxilted  in  an  increasing  share 
of  volume  going  to  fewer,  larger  retail  outlets.    Chain  organizations  have  ex- 
panded and  independents  have  joined  together  under  cooperative  or  voluntary 
wholesale  buying  groups  in  order  to  gain  the  advantages  of  centralized  "buying. 

In  1957^  United  States  supermarkets,  stores  with  anntial  sales  of  over 
$375,000,  made  67  per  cent  of  total  grocery  and  combination  food  store  sales, 
compared  with  k3  per  cent  in  1952. These  stores  aim  for  at  least  $30,000  in 
weekly  sales,  and  almost  half  of  them  gross  more  than  $50,000  per  week.  Seven 
Los  Angeles-area  chains  had  average  weekly  sales  per  store  ranging  from  $26,882 
to  $67,298  in  1958.^ 

Twenty  years  ago,  stores  averaged  1,200  square  feet  in  size,  and  they 
handled  about  1,000  items,  compared  with  an  average  of  about  15,000  square  feet 
and  over  5>000  items  today The  buying  and  merchandising  practices  of  these 
retailers  place  increased  emphasis  on  specification  buying  and  the  need  for  large 
volumes  of  broilers  of  uniform  quality  and  weight.    Self-sei-vice  merchandising 
and  high-volume  turnover  require  products  with  proper  specifications  to  be 
readily  available  in  continuous  supply. 

The  increasing  availability  of  out-of-state  birds  generally  possessing  the 
attributes  desired  by  retailers  and  priced  competitively  with  the  California 
product  has  had  a  significant  impact  on  the  California  industry.    The  volume 
of  processed  broilers  brought  into  California  markets  frcan  other  states,  predomi- 
nantly Alabama,  Arkansas,  Georgia,  Mississippi,  and  Texas,  is  indicated  by  re- 
ceipt of  figures  compiled  by  the  Federal-State  Market  News  Service.    These  show 
tiat  recorded  receipts  of  processed  poultry  (which  is  almost  entirely  ice -packed, 
eviscerated  broilers)  frcm  out-of-state  points  at  Los  Angeles  and  San  Francisco 
rose  from  22,852,000  pounds  in  1953  to  85,3^3,000  pounds  in  1957  (Table  h). 
These  figures  are  not  complete  due  to  the  impracticability  of  contacting  all  re- 
ceivers; however,  they  indicate  the  large  increase  during  these  five  years, 
especiaJ-ly  in  Los  Angeles, 

1/  The  Progressive  Grocer,  Facts  in  Grocery  Distribution  (New  York,  1958). 
p.  7. 

2/  "The  Big  Challenge  in  Food  Marketing",  This  Week  Magazine,  8th  Biennial 
Grocery  Study  (New  York,  1959),  p.  72. 

3/  N.  R.  Collins  and  John  A.  Jamison,  "Mass  Merchandising  and  the  Agricultural 
Producer",  The  Journal  of  Marketing,  vol.  22,  no.  h,  April,  1958,  p.  358. 
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TABLE  h 


Receipts  of  Processed  Poultry  from  Other  States  at  Los  Angeles 
and  San  Francisco,  California,  1953-1957 


Year 

Total            1       Los  Angeles 

San  Freincisco 

thousand  pounds 

1953 

22,852 

13,179 

9,673 

1951* 

22,270 

15,i<01 

6,869 

1955 

26,705 

18,81*2 

7,863 

1956 

71,373 

51,793 

19,580 

1957 

85,3*^3 

69,390 

15,953 

Source:    Federal-State  Market  News  service,  Monthly  Origin  of  Receipts  at  San  Francisco 
(San  Francisco,  1953-1957) •    (includes  Los  Angeles  receipt  figures. ) 


1 

■ 

■ 

1 

1              .  ■ 

 l: 

15. 


Since  complete  data  on  tonnage  of  inshipped  poultry  are  not  available,  an 
attempt  was  made  in  this  study  to  estimate  the  volume  of  inshipped  broilers 
using  available  California  prodxwtion  statistics  and  national  and  regional  per- 
capita  consumption  estimates.   From  this  information,  it  is  estimated  that  in 
1957   California  consumed  between  101^,^00,000  and  116,200,000  broilers,  of  which 
about  1;3,500,000  were  produced  within  the  state.    This  would  indicate  inship- 
ments  of  between  61,000,000  and  72,700,000  birds,  or  from  $Q,k  to  62,6  per  cent 
of  the  total  requirements  (Appendix  B) , 

Large-scale  processing  operations  in  the  southern  states  mentioned  above 
provide  ready  supplies  of  processed  broilers  in  volumes  required  by  mass- 
merchandising  retailers,    large-scale  retailers  in  California  purchase  most  of 
their  supplies  from  these  out-of-state  sources.    Local  processors  are  generally 
too  small  to  furnish  adequate  quantities  for  these  retailers'  needs.  For 
example,  one  major  northern  California  chain  with  annual  sales  approximately 
equal  to  many  of  the  larger  Los  Angeles  chains  uses  about  200,000  broilers  for 
a  week-end  special.    Processor  volume  information  obtained  in  this  study  shows 
that  such  an  order  xrould  require  the  total  weeldy  output  of  the  three  largest 
California  processors  (Table  3). 

Of  the  California  processors  studiert,  those  handling  less  than  30,000 
broilers  per  week  served  primarily  the  smaller  retailers  and  the  hotel,  res- 
taurant, and  institutional  trade,  although  those  handling  over  15,000  birds  per 
week  sold  to  the  larger  retailers  on  a  "fill  in"  basis  when  those  retailers 
wished  to  supplement  their  larger  purchases  from  other  states.    The  largest  proc- 
essors, those  handling  30,000  or  more  birds  per  week,  looked  to  the  large-scale 
retailer  as  a  principal  outlet  (Table  3).^ 


1/  Processor  sales  patterns  also  vary  by  location.    Information  obtained  from 
processors  interviewed  in  each  area  indicates  the  following  percentage  distri- 
bution: 


Processor  location 
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20,1 

50.0 

29.9 

Los  Angeles  metro- 
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S9.h 

111.5 

20.6 

5.5 

San  Joaquin 
Valley 
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65.0 

28,2 

6.8 
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III.    Relationship  of  California  Broiler  Processors 
To  Their  Suppliers  of  Live  Birds 

Many  activities  are  carried  on  to  supply  broilers  in  their  processed  form 
to  the  final  consumer.    The  responsibility  for  performing  these  tasks  is  dis- 
persed over  a  number  of  different  types  of  firms.    In  accomplishing  the  various 
production,  processing,  and  distribution  activities,  the  usual  economic  choice 
problems  exist  in  selecting  among  alternative  resource  cambinations.    When,  as 
is  usually  the  case,  the  selection  of  procedures  for  one  set  of  activities  (such 
as  those  associated  with  processing)  is  related  to  the  manner  in  which  another 
set  of  activities  (such  as  farm  production)  is  carried  on,  the  decision-making 
mechanism  must  allow  for  consideration  of  these  interrelationships. 

Coordination  of  several  activities  can  be  less  complicated  if  the  decision- 
making responsibility  is  vested  in  one  body.    In  this  case,  the  choice  of  a  set 
of  specific  actions  will  be  made  following  an  evaluation  of  expected  outcomes  of 
alternative  courses  with  respect  to  the  objectives  of  the  (one)  decision-making 
entity  concerned.    In  actual  practice,  however,  the  many  interrelated  activities 
are  not  made  the  responsibility  of  one    decision-making  body;  instead,  they  are 
divided  among  different  firms.    But  the  outcome  of  certain  of  these  actions, 
even  thoxigh  the  responsibility  of  a  single  firm,  may  very  well  affect  the  incane 
positions  of  others. 

There  may  be,  for  instance,  a  decision  vmit  associated  with  each  farm, 
processing,  and  retail  firm.    Interdependence  among  actions  performed  by  separate 
firm  units  often  prevails,  just  as  actions  performed  within  a  firm  unit  can  be 
expected  to  be  interrelated.    In  the  latter  case,  reconciliation  of  competitive 
and  complementary  relationships  among  activities  is  conceptually  simple  since 
only  one  set  of  criteria  exists  for  evaluating  the  alternative  courses  of  action. 
In  the  former  instance,  however,  a  much  more    complicated  sitiiatlon  exists  since 
a  choice  of  actions  made  by  considering  the  goals  of  one  decision-snaking  unit 
may  not  be  satisfactory  to  another  managerial  xmit  employing  what  are  probably 
sharply  conflicting  criteria. 

Some  examples  will  perhaps  aid  in  clarifying  this  point.    Consider  an  indi- 
vidual farm  finn  which  produces  both  alfalfa  and  grain.    A  complementary  rela- 
tionship exists  since  soil  fertility  is  increased  following  the  production  of 
alfalfa.    A  ccanpetitive  relationship  also  is  present— for  example.  Increasing 
the  acreage  used  for  alfalfa  reduces  that  available  for  grains.    The  interaction 
of  these  two  production  activities  may  be  effectively  considered  by  the  manager 
of  the  farm,  the  decision  unit,  with  relation  to  the  particular  goal  of  this 
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economic  endeavor,  say,  maximizing  the  net  income  from  the  entire  farm  operation. 
For  here  the  farm  manager  must  coordinate  the  grain  and  alfalfa  production 
activities  in  such  a  way  that  the  combined  result  is  the  best.  Reconciliation 
of  competitive  and  complementary  relationships  is  facilitated  in  this  case 
since  alternative  resource  allocations  are  judged  with  respect  to  only  one  set 
of  goal  criteria. 

Consider,  alternatively,  the  case  of  broiler  production  and  broiler  proc- 
essing.   In  California,  these  activities  are  customarily  carried  on  within 
separate  firms  and,  therefore,  at  least  two  decision-making  units  are  involved. 
Just  as  between  grains  and  alfalfa,  the  production  fxmctiona  of  broiler  produc- 
tion and  processing  are  interrelated.    That  is  to  say,  the  output  expected  from 
a  given  expenditure  of  inputs  in  broiler  processing  is  dependent  upon  the  way 
broiler  production  has  been  carried  on.   For  example,  the  actions  taken  on  the 
farm  to  insure  uniformity  of  quality  affect  the  amount  of  labor  needed  in  the 
piHJcessing  plant  to  prepare  any  given  grade  of  product.   Although  there  is  just 
as  much  reason  to  coordinate  bi^iler  production  and  processing  activities  as 
there  is  in  the  case  of  alfalfa  and  grains,  the  problem  is  more  complex  because 
a  single  firm's  economic  goals  alone  cannot  be  used  as  a  basis  for  deciding  be- 
tween alternative  methods  of  combining  production  and  processing  activities. 

This  study  focuses  on  those  activities  carried  on  by  the  broiler  processor 
or  the  live-bird  supplier  -srtiich,  through  their  effect  on  either  the  live  bird's 
product  characteristics  or  price,  influence  the  economic  welfare  of  the  other. 
These  activities  are  considered  for  analytical  purposes  under  three  headings: 
(l)  qviality  of  live  birds,  (2)  volume  and  tiitiijig  of  placements  and  deliveries, 
and  (3)  price.   Each  of  these  can  be  termed  a  joint  decision  area   as  defined 
in  the  introduction.    The  word  "area"  is  used  to  convey  the  notion  that  a 
number  of  alternative  actions  are  possible  in  performing  the  required  tasks. 
Since  this  is  the  case,  a  decision  or  choice  problem  exists.    The  selection  of 
a  particular  action  ijnplies  that  some  single  criterion  ia  available  to  judge 
alternatives  or  that  there  is  some  mechanism  for  reconciling  the  conflicting 
goals  of  the  two  or  more  parties  involved. 

The  fl'amework  for  the  existing  degree  of  coordination  in  the  processor- 
supplier  relationship  consists  of  the  interfirm  arrangements  being  used.  The 
nature  and  extent  of  these  arrangements  at  the  time  of  this  study  is  discussed 
in  the  succeeding  section.    The  balance  of  the  report  considers  the  factors 
which  bear  upon  decision  making  in  the  three  decision  areas  mentioned  above » 


e:.  ao  sirii,'       bai'^ixSin&l  si:  ei.rdanoi  j-Bls'x  ^-.'-^vtnerrslcii-xoo  !3fiB  ^rlilfsqinoty  Ic 
.tt»8  aiio  \X*io  oi  •o'"o&qs9a  rftiw  fcsghc'f;  sts  aho.!,.tfiDoIX.'3  eoiooasi  af^i.tfiCfijjj'ifi..  ©sole 

-DO'S..  ':aCio'::d  .i.^^:  noiiziisbo'sq,  leLl.O'id      ;    o     -  ^-^Xsviu  ociiacUji  «rxsbi-EnoO 

©d.t  ni-  fcabson  io-ij.%X      ■+nyOT£  erf*  yosl^  Y^i-Cstip  lo  ^^rfir.'folxnj/  s^'eur  itE-ss'i 

siauBOSif  xalqnoo  siom  ei  ."ib.Ccfo'xq  o/icf  jiajpsis  biis  s'lCslis  to  as^o  ali  gI  cJ:  ensd-i 
-     .jaibioab  'xol  8.Sasc/  is  a«  ^Svjai.'  =.  r  .fontRfo  sficdLs  alsoa  sr.T>ofjoo©  s'^iv.-rl;  9lv.ni:e  s 

,  -U>.seii  eeirid  isfcair  fessoq-smi  IsoxcJ  tlBrrs  "zol  baTCstle-nDt)  ftos  8sxitivx.tns  dH-wfi 
^cie>x'i!^Tj0b  ixit.  stnofa^osXq  1^^  scixciird  ba&  ait^rXov  (S)  -ebixcf  0V.tf  lo  v:w±Isifp  (X) 

;tadt  2''Zi&on.  eili  x&moo  ot  bi>txr  zi  "sstre"  brew  srIT    ,no±:}'0!if"ot*nh.  rs,'?  fii 

aoxciosl«a.;erij    .eJclX'^  meXcfo-jj?  i  to  aoxaiooo  s  ^eQ&a  edi  si  Btdi  •  jO-'iirS 

of  e^deXli^/z  at  rfoi'jgcJ'.cno  aXgnxB  eiiiOB  iMi  3:.  '        iTox.jr'i? .  xeXi/old-ssq 

,i>&'/io7tit  ael&T^q  f=5iarn     •  r.-'^  a^ld  iO  3Xbo§ 
-lo-aeooTq  sdt.xii  noiJ'fiisxfj'xooo  lo  seagsfo  gnx^axxft  erf*  lol  ai'-OTrnxstl  saT 
sd'x    „bsw  a^^ijocf.  Bif:i8sri93nB-«E  m^x^T:*.''.  •  r  add-  "io  stfatsrfoo  qlflEf.'oxJ-sIsi  ae/fcoifB 
i>-?38.ti08ji)  3i  x^ii^^a  Qi:/^^  to  anxiJ-  exit  in  B-txianssnei-iis  f^'ssrf^  to  Sna&xs  .^^rts  e'ltr/ctsn 


18. 


Ihterf  irm  Arrangenents 

The  California  processors  studied  purchase  Hvb  birds  from  three  principal 
soTjrces:    growers,  grower-contractors,  and  live-poiiltry  buyers.   The  grower- 
contractor  classification,  as  used  here,  refers  to  those  firms  providing  grower 
financing  under  the  terms  of  a  foaroial,  written  contract  which  includes  the 
assumption  of  major  managerial  responsibility  by  the  contractor  and  vhich 
guarantees  some  minimum  return  to  the  producer  for  birds  marketed, 

tkny  input  suppliers  do  not  offer  grower  contracts  specifying  guaranteed 
minimum  prices  and,  therefore,  are  not  grower-contractors  as  defined  herej 
howe-ver,  these  suppliers  may  provide  growers  with  ^ort-term  financing.  They 
usually  reqtiire  a  chattel  mortgage  on  the  chicks,  but  the  degree  of  direct  in- 
terest or  responsibility  in  supervising  the  growing  operation  is  not  as  great 
as  that  of  the  grower-contracting  firm.   Most  birds  purchased  by  processors 
directly  from  growers  are  financed  under  these  types  of  arrangements  but,  al- 
though the  processor  negotiates  primarily  with  the  grower,  there  is  considerable 
knowledge  and  guidance  of  sales  by  the  financing  sT:^plier, 

The  live- poultry  bi^yer,  or  "huckster,"  generally  buys  broilers  at  the  farm 
and  resells  them  to  the  processor.    Included  in  his  service  is  hauling  to  the 
processing  plant.    There  are  maiy  variations  in  the  arrangements  between  these 
buyers  and  their  processor  customers.    Most  of  them  have  long-standing  relation- 
ships with  the  growers  from  whom  they  buy  and  the  processors  to  -whom  they  sell. 
Some  of  these  buyers  function  almost  as  a  procurement  department  for  the  proc- 
essor.  Most  of  the  processors  using  a  particxilar  live-poultry  buyer  as  their 
principal  source  of  supply  indicated  that  procurement  details  were  left  largely 
up  to  him. 

Of  the  processors  included  in  this  study,  lU  purchased  at  least  a  part  of 
their  supplies  directly  from  growers,  8  from  live-poultry  buyers,  and  9  from 
grower-contractors.    Purchases  from  these  sources  were  usually  under  the  terms 
of  sane  type  of  continuing  relationship,  either  formal  or  informal.    In  terms  of 
total  number  of  birds,  5l»3  per  cent  were  purchased  through  grower-contractors; 
32,7  per  cent  directly  from  growers,  including  those  cases  where  financing  sup- 
pliers had  less  than  complete  marketing  control}  and  12,1  per  cent  from  live- 
poultry  buyers.   About  3«U  per  cent  of  the  birds  were  purchased  when  they  were 
ready  for  processing  from  sources  with  which  the  processor  had  no  continuing 
relationship.    The  majority  of  these  purchases  were  from  growers  or  live- 
poultry  buyers  with  marketable  birds  available.    The  remainder,  less  than  1  per 
cent,  were  grown  on  the  processors'  own  farms  (Table  5)« 
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Number  of  Broilers  Purchased  by  Broiler  Processors  Included  in  the  Study  by 
Purchasing  Method  and  source  of  Supply  of  Live  Birds,  California,  1957 
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For  the  purposes  of  this  study,  the  various  existing  arrangements  between 
processors  and  their  sources  of  live  broilers  are  classified  as  formal  contract, 
informal  agreements,  noncontinuoxis  relationships,  and  ovmership.    Formal  con- 
tractual relationships  are  those  in  which  the  specifications  are  written  into  a 
legal  contract  and  signed  by  both  parties.    The  informal  type  of  arrangement  has 
many  shadings  in  practice j  it  is  defined  here  as  any  relationship  which  is  based 
on  a  verbal  understanding  and  \diich  both  parties  look  upon,  in  practice,  as  a 
binding  agreement  within  the  limits  of  the  understood  specifications.    This  broad 
area  of  informal  relationships  is  difficult  to  define  in  explicit  terras,  but  its 
Ijiiportant  characteristics  will  be  considered  below.    The  third  general  classi- 
fication—•noncontinuous  relationship— is  used  here  to  describe  that  method  of 
procurement  under  which  purchases  are  made  at  or  near  time  of  processing  from 
xrfiatever  source  of  supply  has  birds  available.   Direct  ownership  refers  to  proc- 
essing firms  owning  the  producing  farm  and  equipment. 

Of  the  processors  interviewed,  seven  used  some  type  of  formal  contract  with 
at  least  some  of  their  suppliers*    Twenty  had  informal  agreements  with  some  of 
them.    Two  firms  obtained  part  of  their  requirements  from  sources  with  which  they 
had  no  continuing  agreement,  and  two  processors  filled  part  of  their  needs  from 
^oHy-owned  production  operations  (Table  6) ,    Normal  output  figures  indicate 
that,  of  the  birds  processed  by  these  firms  during  1957,  35 .U  per  cent  were  ob- 
tained under  formal  contract;  60.7  per  cent  through  informal  agreements;  3»U 
per  cent  purchased  under  conditions  of  noncontinuous  relationships;  and  .5  per 
cent  from  the  firm's  own  growing  operations. 

Formal  Contracts  .—The  primary  feature  of  formal,  written  contracts  used  by 
processors  surveyed  was  the  method  of  determining  the  price  to  be  paid  on  the 
day  ttie  birds  were  delivered.    This  method  varied  in  practically  all  contracts, 
not  only  among  processors  but  also  among  types  of  suppliers  and  even  individuals 
dealt  with  by  a  single  firm  (Table  7)  •    Price  provisions  included  a  minimvmi 
guarantee  per  pound  live  weight.   When  the  market  price  was  higher  than  this 
minimum,  various  methods  of  adjusting  to  this  p3?ice  were  used.    Usually,  some 
fixed  relationship  between  the  price  paid  and  a  particular  market  quotation  was 
stated  in  the  contract.    This  may  be  the  high  figure  of  the  market  price  range 
listed  daily  by  the  Federal-State  Market  News  Service  in  Los  Angeles,  San 
Francisco,  or  Fresno,    It  may  be  the  middle-range  price  or  it  may  bear  a  definite 
relationship  to  this  price,  such  as  1  cent  below  or  above  the  listed  price. 

Most  formal  contracts  called  for  Grade  A  qioality  birds.  This  meant  U.  S, 
Grade  A  except  in  cases  Tdiere  plants  were  not  under  federal  grading.  In  these 
instances,  the  term  Grade  A  or  Najniber  One  was  used,  but  decisi<His  as  to  the 
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Relative  Importance  of  Various  Purchasing  Methods  Used  by  Broiler  Processors 
Included  in  the  Study,  by  Size  of  Plant,  California,  1957 
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TABLE  7 


Number  of  Broiler  Processors  Included  in  the  Study  Who  Use  Guaranteed  Minimum  Price  and 
Methods  of  Deteniilning  Final  Grower  Price,  by  Size  of  Plant,  California,  1957 
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requirements  of  the  grade  were  determined  to  the  mutual  satisfaction  of  the 
processor  and  the  live-bird  supplier.   About  70  per  cent  of  the  volume  purchased 
under  formal  contracts  by  processors  surveyed  was  handled  by  processors  using 
the  federal  grading  service.    In  these  cases,  grade  allowances  indicated  a  per- 
centage limit  on  Grade  B  and  Grade  C  birds. 

All  contracts  called  for  excessive  culls  to  be  charged  against  the  supplier. 
These  culls  were  designated  by  the  federal  inspector,  vtoere  used,  or  by  the 
processor's  inspectors  in  other  cases.   Firms  using  federal  inspectors  and/or 
graders  indicated  that  their  decisions  as  to  grades  and  culls  provided  an  ob- 
jective method  of  determining  quality  of  birds  purchased,  and  thus  avoided  addi- 
tional negotiation  with  suppliers. 

Weight  specifications  in  written  contracts  varied  from  specific  minimums  or 
ranges  to  approximate  average  weights  to  general  statements  that  weights  be 
acceptable  to  the  processor.    Processors  using  these  contracts  Indicated  that 
relationships  with  suppliers  were  such  that  weight  reqvdrements  were  usually 
worked  out  to  mutual  satisfaction,  with  or  TJithout  specific  mention  in  the  con- 
tract , 

Most  formal  contracts  stipulated  that  the  supplier  furnish  some  stated 
number  of  birds  per  week  or  other  specified  period.    Other  provisions  concerned 
method  of  delivery  and  renewal  or  cancellation  procedures. 

In  general,  formal  written  contracts  did  not  provide  for  any  direct  grower 
supervision  by  the  processor.    Processors  believed  that  contract  enforcement  was 
largely  a  matter  of  mutually  satisfactory  working  arrangements  rather  idian 
strict  tolerances  and  penalties.    Variations  from  contract  provisions  were 
usually  worked  out  through  informal  negotiation  between  the  parties. 

Formal  contracting  with  growers  or  grower-contractors  was  much  more  common 
in  the  Los  Angeles  area  than  in  either  of  the  other  two  areas  of  California, 
However,  at  the  time  of  this  study,  several  processors  in  the  San  Francisco  and 
San  Joaquin  areas  had  recently  entered  into  written  contracts  with  growers  for 
the  first  tin©. 

Informal  Agreements  .--As  indicated  by  the  volume  f  igtires  (Table  5) ,  most 
of  the  birds  purchased  by  California  broiler  processors  interviewed  were  ob- 
tained within  the  framework  of  some  type  of  informal  relationship  between  the 
processor  and  his  soijrces  of  supply.   Within  this  classification  of  relationships, 
there  were  two  principal  procTirement  procedures,  the  "booking"  system  and  the 
continiious  arrangement  with  a  live-poultry  buyer. 
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Three  of  the  larger  volume  processors  obtained  all  their  supplies  through 
an  advance  "booking"  system  without  a  formal  contract.    Under  this  procedure, 
the  supplier  "books"  birds  at  the  time  of  placeinent  for  future  delivery  to  the 
processor.    Usually,  this  amounts  to  a  telephone  transaction,  but  this  may  be 
followed  up  by  a  written  notification  indicating  the  exact  number  of  birds  in- 
volved, time  of  placement,  and  the  time  of  expected  delivery.    This  "booking" 
procedure  was  most  widely  used  when  dealing  with  grower- contractors  responsible 
for  the  marketing  of  birds  under  contract.    In  these  cases,  the  name  of  the 
particular  grower  and  his  location  were  included  in  the  information  concerning 
the  transaction,  whether  or  not  written  notification  was  given. 

Informal  arrangements  between  processors  and  individual  growers  closely 
resemble  the  "booking"  system  In  operation  and  are  included  in  that  category 
(Table  6) .   Among  firms  surveyed,  this  type  of  direct  arrangement  with  growers 
usually  supplied  only  a  portion  of  the  total  processor  requirements.  These 
arrangements  often  had  developed  over  a  long  period  of  time  and  were  being 
maintained  even  if  principal  supplies  were  procured  elseixdiere. 

The  other  main  type  of  informal  agreement  was  found  between  the  processor 
and  the  live-poultry  btgrer  or  "huckster."    These  live-poulty  buyers  work  closely 
with  the  processor  and  maintain  constant  contact  in  regard  to  day-to-day  quanti- 
ties of  live  birds  req^lired.    The  operating  terms  of  these  arrangements  are 
generally  well  understood  by  both  parties  due  to  long  established  relationships. 
In  many  cases,  the  live-poultry  buyer  serves  as  the  principal  or  sols  source 
of  supply  of  live  birds  for  a  number  of  processors  and  thus  can  allocate  his 
supply  between  them,    lii  this  way,  it  is  possible,  at  least  to  some  extent,  to 
provide  for  minor  variations  in  bird  specifications  desired  by  individual  proc- 
essors, such  as  particular  bird  weights. 

The  specifications  involved  in  these  informal  relationships  are  much  the 
same  as  those  included  in  formal  contracts.  Generally,  mutual  satisfaction  of 
the  supplier  and  the  processor  is  the  major  element  contributing  to  continuity 
of  the  relationship.  The  constant  contact  and  the  dependence  of  each  party  on 
the  performance  of  the  other  facilitate  rapid  adjustment  of  any  variation  from 
desired  specifications.  Processors  handling  at  least  30,000  broilers  per  week, 
especially  those  in  the  San  Joaquin  valley,  relied  heavily  upon  this  method  of 
maintaining  sotirces  of  supply. 

Noncontinuous  Relationships  .—Few  processors  obtained  supplies  of  live  birds 
from  sources  with  which  they  did  not  have  a  continuing  relationship.    These  pur- 
chases are  usually  made  lAien  birds  are  ready  for  market.   Historically,  when 
the  broiler  operation  was  a  relatively  minor  function  compared  with  other  poultry 
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enterprises,  this  method  of  purchase  was  satisfactory   as  adequate  supplies  of 
birds  were  usually  available  at  time  of  need.    Today,  however,  the  great  majority 
of  live  birds  are  scheduled  to  goto  a  particular  processor  at  time  of  placement 
or  early  in  the  groxjing  period  or  are  sold  to  a  live-poultry  buyer  who  generally 
has  continuing  relationships  with  his  processor  outlets. 

Processor  Owned,— Processor  owned  sources  of  supply  include  those  cases, 
such  as  the  two  found  in  this  study,  where  processors  produce  a  portion  of  their 
broilers  on  their  own  farms,    Iftider  these  conditions,  live-bird  production  and 
supervision  are  carried  out  directly  by  the  processor.   Both  processors  inter- 
viewed who  produced  a  part  of  their  own  supplies  normally  handled  fewer  than 
10,000  broilers  per  week  and  in  both  cases  they  produced  less  than  half  of  their 
requirements.    Neither  of  these  firms  planned  to  expand  their  broiler  production 
operations . 

Summary  of  Procurement  Arrangements  .—Sources  of  live  birds  for  the  Cali- 
fornia broiler  processing  plants  studied  have  changed  in  the  past  five  years. 
Generally,  the  shift  has  been  away  from  direct  purchases  from  large  numbers  of 
growers.    Most  of  the  processors  interviewed  had  dealt  with  individual  growers 
without  the  intermediary  grower-contractor  or  live-poultry  buyer.    One  major 
processor  had  dealt  with  over  300  growers  as  late  as  1955»  but  at  the  time  of 
this  study  was  obtaining  all  live  birds  from  only  10  sources.   Many  had  con- 
tinuing arrangements  to  take  the  output  of  particular  growers.    Others  purchased 
birds  at  the  time  of  maturity  from  the  best  available  source,  usually  an  in- 
dividual grower  or  live- poultry  buyer. 

These  processors  now  rely  primarily  on  contracttial  relationships  with 
growers,  formal  or  informal  agreements  with  grower-contractors,  and  continuing 
arrangements  td.th  live-poultry  bvgrers.    These  changes  have  developed  for  a 
nijiriber  of  reasons,  some  owing  to  developments  within  the  processing  segment 
itself  and  some  external  to  it. 

Developments  outside  the  processing  segment  have  centered  around  the  trend 
toward  increasing  reliance  by  producers  upon  the  financing  and  rick-sharing 
services  offered  by  grower- contractors  and  financing  input  suppliers,  ppj:'bi- 
cu3.arly  foed  manufacturers.    As  growers  have  turned  to  contract  gro-nn^  or  other 
financial  relationships  with  suppliers,  marketing  responsibility  for  their  birds 
has  also  tended  to  shift  to  the  financing  agency. 

Financing  agencies  have  assumed  the  major  responsibility  for  grower  super- 
vision.   Processors  studied  generally  do  not  engage  in  direct  production  super- 
vision.   If  a  grower-contractor  furnishes  financing  under  contract  terms,  he  also 
assumes  the  responsibility  for  selling  the  birds.    Input  suppliers  providing 
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financing  exert  varying  degrees  of  influence  over  live-bird  marketing.  Usually, 
sales  decisions  are  made  jointly  by  the  grotrer  and  the  financing  supplier. 

I&nagers  of  the  larger  processing  plants  want  a  continuous  flow  of  quality 
birds  in  adequate  volume.    These  fiims  indicated  that  they  were  turning  to 
grower- contractors  and  financing  suppliers  as  their  live-bird  source  for  three 
principal  reasons:    (1)    These  agencies,  through  their  various  arrangements  with 
growers,  have  available  large  volumes  of  birds  under  their  marketing  control  or 
supervision.    (2)    The  processor  can  schedule  his  supplies  from  these  sources  by 
dealing  with  a  few  firms  rather  than  with  many  individuals,    (3)  Generally, 
birds  grown  under  financing  arrangements  of  this  type  are  subject  to  some  type 
of  supervision  over  production  equipment  used,  feeding,  and  general  care  if 
such  supervision  is  deemed  necessary.    This  tends  to  lead  to  a  more  uniform 
quality  of  product  and  lessens  or  eliminates  the  necessity  for  processor  field 
work  In  observing  and  coordinating  production  activities. 

Smaller  processors  included  in  this  study,  those  handling  less  than  15,000 
broilers  per  week,  do  not  consider  a  scheduled  supply  as  important  to  them  as  it 
is  to  larger  processors.    They  place  less  emphasis  upon  utilization  of  capacity. 
By  pia?chasing  more  or  less  on  a  last-minute  basis,  they  obtain  a  flexibility  in 
their  production  operations  which  more  than  offsets  advantages  that  might  be 
gained  through  advance  arrangements  with  suppliers.    In  view  of  these  considera- 
tions, these  smaller  processors  turn  to  sources  of  supply  vdiich  more  closely  fit 
their  mode  of  operation.   Most  often,  this  means  using  the  services  of  a  live- 
poultry  buyer. 

The  services  provided  by  a  live-po\iltry  buyer  usually  include  hauling,  and 
this  type  of  supplier  is  in  a  position  to  split  larger  flocks  into  small  quanti- 
ties of  birds  required  by  many  processors .    The  supply  of  birds  generally  avail- 
able and  known  to  the  live-poultry  bvyer  is  another  factor  which  enhances  the 
value  of  his  services  to  these  smaller  processors    as  it  lessens  the  necessity 
for  them  to  maintain  constant  contact  with  growers. 

The  smaller  processors  interviewed  were  concentrating  their  own  time  and 
efforts  on  plant  operations,  sales,  and  delivery  to  customers.    These  are  areas 
where  they  can  differentiate  their  services  and  products  from  those  of  large- 
scale  and  out-of-state  processors.    This  emphasis,  in  most  cases,  has  led  to 
the  use  of  sources  of  live  birds  which  are  dependable  but  which  require  as  little 
processor  expense  as  possible  for  supervision  or  procurement. 

The  procurement  arrangements  through  vdaich  the  California  broiler  processors 
studied  obtain  their  supplies  of  live  birds  vary  from  ownership  to  purchase  from 
sources  with  which  no  continuous  relationship  exists  whatsoever.   However,  more 
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than  9$  per  cent  of  the  broilers  purchased  by  these  processors  were  obtained 
under  some  type  of  formal  contract  or  informal  agreement.   Although  there  is  no 
clear-cut  pattern  to  these  procurement  arrangements,  certain  general  features 
are  apparent.    There  is  little  evidence  of  formal  integration  of  these  proc- 
essors with  their  sources  of  supply.   Although  formal  contracts  are  used  ex- 
tensively by  some  of  the  larger  firms,  these  usually  involve  extension  of  proc- 
essor control  over  producer  actions  only  in  a  very  limited  degree.  Decision 
making  as  to  production  facilities  and  practices,  including  choice  of  breeds  and 
feed,  is  usually  left  to  the  supplier  rather  than  specifically  spelled  out  in 
the  contract.    This  same  limited  degree  of  control  is  also  apparent  in  informal 
arrangements.   Although  "bookings"  are  made  only  for  the  length  of  the  growing 
period  in  advance  of  processing,  the  continuing  nature  of  this  type  of  relation- 
ship in  practice  is  much  the  same  as  in  most  of  the  formal  contract\ial  pro- 
cedTires,    Processor  supervision  and  control  over  production  practices  are  rela- 
tively minor.   Agreement  is  reached  on  a  certain  number  of  birds  of  a  specified 
quality,  a  specific  method  of  price  determination,  and  usually  some  relation  to 
a  specified  market  price  on  day  of  delivery. 

Coordination  to  Specific  Areas  of  Joint  Interest 

Quality  of  Live  Birds ,— Quality  specifications  are  important  to  the  proc- 
essor for  both  technical  production  and  marketing  reasons.    Of  the  California 
processors  studied,  all  of  those  handling  30,000  or  more  broilers  per  week 
specifically  pointed  out  plant  operating  costs  as  a  major  area  of  concern  as 
competition  from  inshipped  birds  increased.    Extensive  trimming,  cutting,  and 
sorting  increase  costs.    The  economies  of  production-line  processing  require 
that  process  flow  be  interrupted  as  little  as  possible , 

As  increasing  amounts  of  processed  broilers  are  sold  through  mass- 
merchandising  supermarket  outlets  designed  for  high  volume  and  self-service 
operations,  uniformity  of  quality  characteristics  is  a  principal  requirement. 
Price  adjustments  for  off-grade  products  are  of  little  interest  to  retailers 
who  have  built  their  sales  around  a  uniform  quality  item. 

The  groxier  also  has  a  direct  interest  in  the  quality  specifications  of  the 
birds  produced.    Choice  of  production  methods  has  direct  cost  implications. 
Such  variables  as  breed,  amovoit  and  type  of  feed,  type  of  litter,  medication, 
physical  housing  construction,  layout,  and  area  per  bird  all  bear  on  the  ulti- 
mate quality  of  product.    Breed  characteristics  affect  feed-conversion  perform- 
ance, resistance  to  disease,  and  average  mortality  rate.    Fleshing,  structure. 
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meat  and  feather  color,  and  finish  have  direct  bearing  on  the  marketability  of 
the  processed  product. 

Once  a  broiler  flock  has  been  grown  to  market  weight,  rejection  of  the  birds 
by  the  processor  for  quality  reasons  has  cost- increasing  Implications  for  both 
parties.    From  the  processor's  standpoint,  rejection  of  a  flock  that  has  been 
scheduled  for  processing  requires  a  replacement  flock  of  acceptable  quality  if 
production  flow  is  to  be  maintained.    Supply  of  processed  broilers  for  regular 
outlets  may  be  interrupted.    Inplant  costs  are  increased  by  such  delays,  and 
procurement  expense  may  rise  due  to  the  necessity  of  finding  alternative  sources 
of  supply. 

Prom  the  producer's  standpoint,  a  processor's  decision  to  reject  a  flock 
when  it  is  ready  for  market  immediately  results  in  higher  production  costs  if 
optimura  age  and  weight  have  been  attained.^   Grower  production  schedules  are 
disrupted  while  alternate  outlets  are  found  for  the  marketable  birds.  Additional 
expense  is  incurred  in  attempting  to  sell  the  flock  toother  outlets. 

Quality  considerations  are  clearly  an  area  of  mutual  interest  to  the  proc- 
essor and  his  suppliers.    Decisions  made  by  one  party  bear  directly  upon  the 
profit  determinants  of  the  other.    The  importance  to  processors  of  the  quality 
of  bird  produced  would  presumably  motivate  them  to  influence  decisions  made  at 
the  grower  level,    California  processors  studied,  however,  had  not  moved  into 
the  production  of  live  birds  either  through  ownership  or  through  contractual 
arrangements,  nor  had  they  attempted  to  exercise  supervision  over  production  to 
any  great  extent.    Among  those  siirveyed,  only  two  of  the  smaller  processors  were 
directly  engaged  in  broiler  production,  and  even  these  produced  only  a  part  of 
their  total  requirements. 

Theory  might  suggest  the  use  of  payment  systems  which  differentiated  prices 
between  grades  in  order  to  provide  information  and  incentive  for  growers  to 
produce  specific  quality  birds.    However,  the  pricing  system  is  not  generally 
used  to  provide  a  means  of  communication  between  the  California  processors 
studied  and  the  grower.    None  of  these  processors  paid  variovis  prices  for  live 


2/  For  a  discussion  of  the  detennination  of  optimum  marketing  timing  from 
the  producer's  standpoint,  see: 

R.  C,  Smith,  Wiat  Age  and  Weight  to  Market  Broilers.  Ihiversity  of 
Delaware,  Agricultural  Extension  Service  Bui.  66  (Newark,  1955),  6p, 

U.  S.  Department  of  Agriculture,  Economic  Choices  in  Broiler  ft-oduction. 
Technical  Bui.  U$h  (Washington,  1956),  27p. 
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birds  based  on  grade  of  the  processed  product,"*'    A  uniform  price  per  pound  live 
weight  was  paid  for  the  entire  flock,  and  only  culls— usually  birds  grading  be- 
low U,  S.  Grade  C  or  its  equivalent— were  deducted  by  the  processor.  Several 
larger  processors  using  U,  S,  grades  indicated  that  they  expected  lots  to  con- 
tain not  more  than  10  to  l5  per  cent  Grade  B  and  $  per  cent  Grade  C  birds. 
Growers  whose  flocks  continually  include  too  many  lower  grades  or  a  relatively 
high  percentage  of  culls,  based  on  federal  or  processor  inspection,  aj^e  eventu>» 
ally  excluded  from  acceptance  rather  than  handled  on  a  differentiated  price 
basis • 

The  feasibility  of  increasing  the  degree  of  integration  between  grower  and 
processors  relating  to  decisions  on  live-bird  quality  can  only  be  judged  by 
taking  into  consideration  the  effect  of  this  expanded  relationship  on  coordina- 
tion in  other  areas  of  joint  interest.    It  is  doubtful  if  either  party  in  a 
joint  decision-making  relationship  would  relinquish  freedom  of  action  in  one 
area  without  receiving  some  compensating  adjustment  in  another,    iti  particvuLar, 
if  the  broiler  processor  were  to  extend  his  degree  of  supervision  over  bird 
quality,  the  grower  would  expect  some  additional  consideration  such  as  assurance 
of  a  market,  a  price  guarantee,  or  production  financing,    Iftider  these  circum- 
stances, the  processor  would  be  forced  to  include  in  the  expanded  relationship 
values  for  other  variables,  such  as  volume  available  by  time  period  and  bird 

weights  desired  at  delivery.    The  processor  and  grower  would  also  require  assur- 

2/ 

ance  of  mutual  compliance  with  the  terras  of  ihese  arrangements,*' 

The  necessity  of  enlarging  the  relationship  to  encompass  these  numerous 
additional  areas  in  order  to  satisfy  the  quality  requirement  was  mentioned  by 
processors  as  a  strong  deterrent  to  their  expansion  in  this  direction.    Five  of 
the  eight  largest  processors  studied  evidenced  considerable  reluctance  to  in- 
crease the  scope  of  their  relationships  with  growers.    5a  view  of  the  importance 
of  quality  and  the  specifications  of  the  live  bird  to  the  processor,  it  is 
apparent  that  actions  taken  by  other  segments  of  the  California  industry  may  have 
a  considerable  effect  upon  the  degree  of  grower-processor  integration. 


1/  For  a  discussion  of  the  use  of  grade  and  yield  in  pricing  live  turkeys, 
see : 

U.  S,  Agricultural  Marketing  Service,  "Gains  and  losses  in  B\;^ing  Turkeys 
On  a  live- Price  Basis,"  The  Marketing  and  Transportation  Situation  (Washington, 
1958),  pp.  28-32. 

2/  Mueller  and  Collins,  "Grower-ft'ocessor  Integration  in  Fruit  and  Vegetable 
Marketing,"  Journal  of  Farm  Economics,  vol,  XXXIX^  no,      December,  1957, 
pp.  1U80-1U81, 
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The  position  of  the  grower- contractcr  and  financing  input  supplier  seems  to 
have  a  direct  bearing  on  processor  actions.    These  firms,  particularly  the 
grower- contractor,  exert  control  over  production  practices  of  individual  broiler 
growers.    Chicks,  feed,  litter,  medication,  and  other  production  inputs  are 
generally  furnished  and  production  practices  are  closely  supervised  by  these 
contractors.   Suppliers  who  furnish  varjn-ng  amounts  of  production  credit  vrithout 
contractual  ties  also  influence  growing  practices  to  a  lesser  extent.  In 
either  case,  it  is  clear  that  these  third  parties  who  have  considerable  influ- 
ence on  production  results  are  closely  involved  in  the  grower-processor  relation- 
ship. 

The  grower- contractor  must  be  concerned  with  the  decisions  made  affecting 
bird  quality.    He  is  directly  involved  in  the  growing  and  marketing  of  the  birds. 
Other  financing  agencies  influencing  production  practices  are  also  concerned 
with  the  profitability  of  the  venture  and,  therefore,  the  ready  marketability  of 
the  live  broilers.    Some  basis  for  decisions  relating  to  quality  must  be  de- 
veloped.   Processor  reqidj?ements  play  a  large  part  in  these  decisions. 

Production  practices  vhich  determine  bird  quality  can  vary  widely  in  their 
cost,  timing,  and  method  of  application.    Standardization  of  these  variables 
through  concentration  of  supervision  in  the  hands  of  a  relatively  few  contract- 
ing or  financing  agencies  reduces  the  variation  in  growing  practices. 

Centralized  supervision  by  relatively  large  grower- contractors  makes  possible 
more  rapid  and  effective  dissemination  of  latest  production  methods,  new  breeding 
advances,  medication  developments,  and  other  input  changes.    These  firm  tend 
quickly  to  become  aware  of  these  technological  achievements,  and  their  direct 
financial  interest  in  the  growing  operation  gives  them  sufficient  control  to  put 
•toese  develojpanents  into  affect.   Not  only  is  this  line  of  communication  to  the 
producer  direct,  but  the  concentration  of  marketing  control  in  the  hands  of 
these  relatively  few  firms  tends  to  ease  communication  with  processors.  Proc- 
essor requirements  are  well  known  to  grcvrer-contractors  and  can  be  transmitted 
easily  to  growers  through  supervisory  personnel. 

Processors  surveyed  indicate  that  firms,  such  as  grower-contractors,  with 
direct  financial  interest  in  growing  operations  have  largely  taken  over  the 
supervision  of  broiler  production.    These  processors  give  very  little  production 
credit,  and  this  is  limited  to  relatively  small  advances.    They  believe  that 
supervision  over  production—hence,  live-bird  qiiality  determination— is  ade- 
quately provided  by  financing  feed  companies  and  other  grower-contractors.  The 
state's  major  processors  do  not  indicate  any  great  degree  of  conflict  of  in- 
terest with  the  grower-contractor  or  financing  supplier  in  regard  to  broiler 
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quality.    On  the  contrary,  most  of  these  processors  agreed  that  quality  had 
improved  tmder  the  influence  of  these  firms.    The  sensitivity  of  these  super- 
visory agencies  to  processor  quality  requirements  seems  to  obviate  the  need  for 
increased  direct  grower-processor  coordination. 

Eleven  of  the  California  processors  studied  handled  less  than  15,000  birds 
per  week.    Certain  characteristics  of  these  firms'  operations  reduce  the  need 
for  closer  grower  relationships.    Their  sales  are  primarily  direct  to  consumers 
or  in  small  lots  to  independent  retailers  and  a  regular  hotel  and  restaurant 
trade.    The  plant  facilities  of  these  firms  are  largely  geared  to  hand  operations, 
and  flexibility  of  labor  force  and  work  hours  permits  considerable  processor 
compensation  for  variation  in  live-bird  quality,  volumes,  and  delivery  timing. 
In  addition,  customers  of  these  smaller  processors  are  usually  small  and  nvmierous 
enough  to  permit  individual  selection  of  bird  size  and  quality  from  varied  lots. 
The  majority  of  the  smaller  processors  interviewed  stated  that  the  disadvantages 
of  variation  in  delivery  weights  and  quality  were  partially  offset  by  individual 
differences  in  customer  specifications j  hence,  the  need  for  coordination  is 
dljainished.    Another  factor  reducing  the  amount  of  grower- processor  coordination 
needed  is  related  to  the  widespread  rise  of  live  poultry  buyers  by  the  state's 
smaller  processors.    These  buyers  generally  purchase  from  a  number  of  individual 
growers  and  are  in  a  position  to  fill  the  quality  requirements  of  their  proc- 
essor customers  by  matching  the  specifications  of  individual  growers'  lots  to 
those  desired  by  certain  processors. 

The  processors  interviewed  who  handle  from  1^,000  to  30,000  birds  weekly 
operate  in  a  similar  fashion.    Although  they  usually  have  more  automatic  equip- 
ment than  smaller  processors,  they  have  much  the  same  flexibility  of  labor  force 
and  work  hours  and  serve  the  same  types  of  customers.    Hence,  the  need  for  active 
efforts  to  coordinate  supply  voliane,  delivery,  and  quality  is  effectively  re- 
duced. 

Although  two  of  the  larger  processors  obtained  the  biilk  of  their  supplies 
from  growers  under  terms  of  a  formal  contract,  most  birds  were  not  procured  in 
that  way.   Moreover,  even  where  these  contracts  with  growers  existed,  there  was 
little  evidence  of  direct  processor  influence  on  quality-determining  decisions 
and  no  supervision  of  producer  operations.    Those  processors  using  formal  con- 
tracts with  growers,  including  a  minimum  price  guarantee,  apparently  did  so 
primariHy  in  an  attempt  to  secure  growers  generally  believed  to  be  the  best 
managers  and  producers  of  quality  birds.    Although  the  producers  to  whom  contracts 
were  offered  were  usually  financed  by  an  input  supplier,  the  processors  dealt 
directly  with  the  grower  and,  by  guaranteeing  a   minimum  retxu-n  per  pound,  were 
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able  to  obtain  their  volume  requirements  from  particular  growers  whom  they  re- 
garded as  most  desirable* 

Considerations  of  mutual  interest  concerning  bird  quality  seem  to  be  suffi- 
cient to  induce  a  marked  expansion  of  the  grower- processor  relationshipe  However, 
as  long  as  the  functions  performed  by  grower- contractors  or  other  financing 
agencies  remain  substantially  as  they  irere  at  the  time  of  this  study,  there 
appears  to  be  little  incentive  for  increased  grower-processor  integration. 

Volume  and  Timing  of  Placements  and  Deliveries.— For  the  individual  proc- 
essor, efficient  use  of  plant  facilities,  personnel,  and  distribution  organiza- 
tion and  maintenance  of  sales  outlets  depend  upon  a  satisfactory  supply  of  live 
birds.  Continuity  of  supply,  which  depends  on  proper  timing  of  placements  and 
deliveries,  is  fundanrantal  to  building  and  maintaining  a  qualified  labor  force 
and  a  skilled  supejTVisory  staff.  Establishment  of  brand  names  and  a  record  of 
dependability  requires  continuous  availability  of  the  processor's  products. 

Today's  labor  cost  characteristics,  such  as  pay  for  minimum  work  time  and 
for  waiting  time,  have  moved  direct  labor  from  the  variable  cost  category  toward 
that  of  fixed  overhead.    The  larger  processors  stressed  that  increased  invest- 
ment in  automatic  equipment  has  been  necessary.    Both  of  these  developments  have 
greatly  increased  the  importance  of  scheduling  the  flow  of  live  birds  into  the 
processing  plant. 

Individual  bird  weights  and  variation  b  etween  weights  in  a  lot  are  assuming 
increasing  importance  to  large-scale,  self-service  retail  operations,  high- 
volume  retail  outlets,  particular  unit  sizes  tiiich  move  most  readily  vuoder  self* 
service  conditions  are  carefully  noted,  and  these  weights,  or  a  narrow  range 
around  these  weights,  are  specified  by  the  buyer.    Smaller-scale  retail  outlets 
also  want  specific  siaes  which  most  closely  fill  the  requirements  of  their  regu^ 
lar  cvistomers.    live-bird  weights,  therefore,  are  of  considerable  importance  to 
processors  in  meeting  customer  requirements,  and  these  weights  are  directly 
related  to  producer  practices. 

The  grower,  too,  has  a  stake  in  the  volume  and  timing  of  placements  and 
deliveries,  since  these  affect  the  proper  utilization  of  his  buildings,  other 
equipMnt,  and  labor.    Because  he  wishes  to  minimize  costs,  he  will  try  to 
achieve  optimum  slaughter  weights.    Disease  and  mortality  risks  are  proportional 
to  the  length  of  the  growing  period,  as  are  other  hazards  such  as  fire  and  wind** 
storm.    If  there  is  financial  pressure  on  the  grower,  he  lirill  have  an  incentive 
to  deliver  his  live  birds  as  early  as  possible  to  realize  cash  income. 

Grower-contractors  and  financing  suppliers  must  add  other  overhead  factors, 
such  as  supervisory  and  accounting  services,  to  these  grower  considerations.  In 
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addition,  production  of  inputs  furnished  by  these  firms,  such  as  feed  or  chicks, 
is  usually  geared  to  broiler  volumes  and  timing  of  placements.    To  keep  these 
input  suppliers  operating  at  capacity,  the  use  of  broiler  production  facilities 
must  be  carefully  synchronized.    Continuity  of  input  production  requires  ready 
availability  of  adequate  processing  outlets  for  the  birds  produced. 

The  process  of  broiler  production  and  marketing  is  not  confined  to  the  xiine- 
to- twelve- week  period  during  which  the  chicks  are  brought  to  marketablB  weight. 
Research,  breeding,  production  of  hatching  eggs,  hatching  the  broiler  chick, 
growing  the  chick  to  maturity,  processing,  and  sale  of  the  processed  product  re- 
quire long-term  planning  and  involve  many  specialized  segments  of  the  total 
industry.   Each  segment  of  the  industiy  must  view  the  continuity  of  operation  as 
a  factor  closely  related  to  its  profit  position.    Interrelated  production  capaci- 
ties, once  established,  are  dependent  on  maintenance  of  output  volumes  at  every 
level.    As  the  "batch"  system  and  larger  flocks  continue  to  become  more  pre- 
dominant, the  flow  of  inputs  becomes  much  more  dependent  on  a  corresponding 
uninterrupted  flow  of  finished  product. 

Decisions  made  in  relation  to  total  broiler  production  in  California  are 
functions  of  raai^  variables  such  as  product  and  factor  prices,  alternative  uses 
of  available  resources,  mobility  of  factors  of  production,  and  other  economic 
considerations  bearing  on  the  opportunity  cost  of  resources  used  in  broiler 
growing.    Analysis  of  these  issues  is  not  within  the  scope  of  this  study j  however, 
some  factors  involved  in  decisions  made  as  to  volume  of  production  are  specifi- 
cally related  to  processor  considerations. 

The  growing  importance  of  wholesale  handling  of  inshipped  birds  by  many 
processors  means  that  they  are  less  dependent  upon  California   production.  Over 
50  per  cent  of  the  processors  interviewed  were  handling  inshipped  broilers  in 
this  manner.    As  long  as  satisfactory  volume  and  quality  of  ice- packed  broilers 
are  readily  available  at  comparable  prices,  many  processors  through  their  whole- 
saling operations  can  fill  the  requirements  of  their  customers.  Large-scale 
retailers  are  the  principal  buyers  of  these  inshipped  birds,  and  since  these 
retailers  are  becoming  the  major  processor  outlets  in  most  areas,  processors  can 
meet  their  demands  by  handling  the  inshipped  product. 

This  is  not  to  say  that  all  processors  are  reducing  their  processing  opera- 
tions proportionately  as  they  handle  increasing  volumes  of  inshipped  broilBrs, 
Most  of  the  processors  studied  were  processing  a  volume  of  California  broilers 
comparable  to  what  they  had  handled  for  many  years;  however,  of  the  15  plants 
handling  less  than  30,000  birds  per  week,  5  were  decreasing  processing  opera- 
tions as  they  increased  their  distribution  of  inshipped  broilers.    Three  of  these 
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had  eqvipmnt  which  was  becoming  obsolete,  and  they  preferred  to  shift  the 
emphasis  of  their  business  rather  than  replace  the  equipment.    The  other  two 
plants  did  not  face  this  problem,  but  the  management  felt  that  distribution  was 
a  more  profitable  function, 

A  second  factor  decreasing  processor  dependence  upon  California  broiler 
production  is  the  importance  of  turkey  and  fowl  processing  to  many  of  the  firms. 
Many  of  the  processing  firms  studied  handle  a  tonnage  of  tvirkeys  equal  to  or  ex- 
ceeding their  broiler  tonnage.     Among  those  processing  more  than  30,000  broilers 
per  week,  three  handled  more  than  twice  as  much  tvjrkey  tonnage  as  broilers,  and 
two  processed  an  equal  amount  of  each.    Fowl  processing  provides  an  alternative 
use  for  equipment  and  labor  force  and  accounts  for  almost  half  the  volume  of 
some  processors. 

Another  reason  for  this  difference  in  dependence  upon  volume  production  in 
California  is  the  relatively  small  size  of  many  local  processors.    Their  volume 
requirements  are  such  that  day-to-day  needs  are  very  small  and  do  not  have  to  be 
planned  much  in  advance  of  delivery  date.    Availability  of  large,  stable  sup- 
plies of  live  birds  is  therefore  of  considerably  less  importance  to  these  firms 
than  to  the  larger  processors.   Most  of  those  handling  fewer  than  $ ,000  birds 
per  week  are  in  this  category. 

The  decision  as  to  specific  delivery  time  and  weight  must  consider  the  over- 
all efficiency  of  the  production  and  marketing  operations  rather  than  production 
factors  alone.   About  85  per  cent  of  the  broilers  handled  by  processors  surveyed, 
or  approximately  53  per  cent  of  total  state  production,  were  "booked"  for  proe«» 
essing  when  placed  in  grower  hovisesj  hence,  an  element  of  dependence  of  one 
operation  upon  the  other  was  immediately  introduced.    Price  fluctuations  notwith- 
standing, marketing  considerations  are  introduced  at  time  of  placement  under 
these  conditions.    The  individual  flock  must  be  marketed  so  as  to  fulfill  the 
supplier's  obligation  to  the  processor.    Delivery  time  adjustments  viiich  can  be 
made  between  various  flocks  sold  by  a  grower-contractor  or  other  financing  agency 
are  feasible  only  within  the  narrow  limits  of  alternative  flock  availability  and 
condition. 

Delivery  weight  is  a  variable  that  can  be  measured  relatively  easily  by  the 
grower  and  the  processor  as  compared  with  the  quality  factors.    The  measurability 
of  this  variable  is  significant  in  that  weights  can  be  readily  obtained  and 
adjustments  to  desired  specifications  can  be  made  without  a  continuing  grower- 
processor  relationship.    The  common  practice  among  the  larger  processors  using 
the  "booking"  procedure  was  to  send  their  own  fieldman  to  the  farm  a  few  days 
prior  to  scheduled  delivery  dates  to  check  on  general  appearance  and  weights 
attained. 
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The  attainment  of  desired  bird  weights  does  not  seem  to  possess  as  many- 
aspects  of  Joint  interest  which  would  lead  to  as  high  a  degree  of  coo3?dination 
between  the  parties  as  would  other,  less  easily  measured  variables  such  as 
quality.    However,  three  of  the  larger  processors  indicated  that  delivery- 
weight  provisions  were  specifically  included  in  their  agreements  with  suppliers. 
In  general,  live  weights  averaging  about  34  pounds  were  preferred.    One  con- 
tract used  stated  that  a  certain  number  of  birds  be  delivered  within  a  range 
of  22  to  3§  pounds.    Another  one  specified  a  minimum  of  2^  pounds,  with  stated 
tolerance,  and  another  called  for  an  average  weight  of  pounds. 

Among  the  processors  surveyed,  those  who  do  not  generally  include  some 
weight  provision  in  agreements  with  suppliers— contractual  or  otherwise— are 
more  concerned  with  the  timing  of  the  birds  into  the  plant  than  vith  specific 
weights  attained.    Two  of  the  larger  processors  said  that  at  the  time  the  birds 
are  "bo  ked,"  delivery  is  scheduled  on  a  certain  day,  such  as  nine  weeks  and 
three  d£  >  after  chick  placement.    However,  the  practice  of  inspecting  the 
flock  immediately  prior  to  scheduled  delivery  was  also  followed  in  these  cases. 

The  fact  that  grower-contractors  and  financing  suppliers  have  become  major 
decision-making  units  in  relation  to  production  volume  and  practices  has  a  dis- 
tinct bearing  on  processor  activities  in  this  area.    These  financing  agencies 
have  combined  many  growing  operations  under  centralized  control  and  have  worked 
closely  with  processors  in  order  to  be  assured  of  adequate  outlets.    This  close 
relationship  makes  it  possible  for  the  processor  to  keep  fully  informed  of 
volume  and  timing  of  placements  and  for  the  financing  or  contracting  agency  to 
be  continuously  aware  of  processor  requirements.    As  long  as  the  interest  of 
these  agencies  in  maintaining  a  stable  supply  of  California  broilers  remains 
high,  there  is  little  incentive  for  processoro  to  form  closer  relationships  with 
producers • 

Price,— As  has  been  pointed  out  in  the  introduction  to  this  study,  price 
alone  is  seldom  a  sufficient  guide  to  practices  at  the  grower  level  that  are 
appropriate  to  the  detailed  requirements  of  today's  broiler  market.  Specific 
negotiations  in  such  areas  as  quality  and  volume  of  production  are  necessary 
if  successful  coordination  is  to  be  achieved.    Although  the  role  of  price  is 
changed  as  a  result  of  increased  direct  negotiation  on  specifications,  it 
nevertheless  is  an  important  area  of  decision  in  itself. 

Several  considerations  in  relation  to  producer  prices  paid  for  California 
broilers  bear  on  the  role  of  price  in  grower-processor  coordination.  First, 
are  producer  prices  paid  in  California  systematically  related  through  assembly, 
processing,  and  transfer  costs  to  those  paid  in  other  areas?    Second,  do 
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producer  prices  in  California  move  together  with  those  in  other  areas?  Finally, 
if  these  two  questions  are  answered  affirmatively,  and  prices  paid  to  California 
broiler  producers  are  a  function  of  a  so-called  "national  broiler  market,"  how 
are  prices  used  to  coordinate  grower  and  processor  activities? 

The  first  question  involves  the  theory  of  interregional  trade,  California 
broiler  production  does  not  meet  the  consumption  requirements  of  the  state. 
Processed  broilers  are  shipped  into  -the  state's  markets  in  large  quantities 
(Table  i;),  principally  from  southeastern  and  South  Central  states.    Theory  sug- 
gests that  California  producer  prices  should  be  related  to  producer  prices  in 
these  other  areas  through  differences  in  costs  of  assembly,  processing,  and 
transportation  to  market.    Although  a  detailed  analysis  of  these  costs  is  beyond 
the  scope  of  this  study,  certain  approximations  should  indicate  the  nature  of  the 
expected  relationships. 

Consider  shipments  of  processed  broilers  to  San  Francisco  from  a  southeast- 
ern area  such  as  Worth  Georgia  and  from  the  San  Joaquin  Valley  of  California, 
Differences  in  prices  paid  to  producers  in  these  two  areas  (P^jjq^)  '^(SJV)^ 
would  be  expected  to  reflect  transportation  costs  to  the  market  (T^jjq^^  and 
T^gjy^),  processing  costs  (C^jjq^j  and  C^gj^^,  and  costs  of  assembling  birds 
for  processing  (A^j^q^j  and  A^gj^^),    If  it  is  assumed  that  San  Francisco  re- 
tailers pay  the  same  -price  (P(sF)^  regardless  of  location  of  production,  the 
follOTcing  equations  should  hold: 

^(SF)  =  ^(SJV)  "  ^(SJV)  "  °(SJV)  ^(SJV) 

^(SF)  "  ^(NGa)     ^(NGa)     ^(NGa)  ^(NGa) 

Setting  equation  (l)  equal  to  equation  (2)  vinder  the  assumption  of  equal 
prices,  these  can  be  written: 

^(SJV)  -  ^(NGa)  "  ^'^ima)  "  ^(SJV)^      ^°(NGa)  "  °(SJV)^      ^^(NGa)  -  ^(SJV)^* 
Available  data  on  transportation  rates  in  19^7  indicate  that  the  difference 
in  transportation  cost  to  San  Francisco  (T^jjq^j  -  •'^(sjv)^  "'•^  equal  to  approxi- 
mately 2,8  cents  per  pound,— 

1/  The  Georgia  to  San  Francisco  rate  for  fresh  poultry  in  1957  was  reported  as 
3,31  cents  per  pound  in  the  following  publication:    U,  S,  Agricultural  Marketing 
Service,  Interstate  Trucking  of  Fresh  and  Frozen  Poultry  Under  Agricultural  Esc- 
eragtion.  Marketing  Research  Report  No,  22U  (Washington,  1958),  p,  78, 

Cost  of  transportation  of  processed  broilers  from  San  Joaquin  Valley  points 
to  San  Francisco   was  estimated  to  be  about  ,5  cent  per  pound  on  the  basis  of  the 
transportation  cost  function  developed  in  the  following  publication:   William  R, 
Henry  and  Charles  E,  Bishop,  North  CaroiLina  Broilers  in  Interregional  Competition, 
North  Carolina  State  College,  Agricultural  Economics  Information  Series  No,  56 
CRaleigh,  1957),  p,  10. 
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Differences in  processing  costs  may  exist  for  a  number  of  reasons.  The 
great  majority  of  California  processors  handle  very  small  volumes  of  broilers. 
The  average  number  of  birds  handled  per  hour  by  the  plants  surveyed  was  approxi- 
mately l,hOO,*  however,  these  ranged  from  350  up  to  3,000,    Since  this  study  was 
heavily  oriented  to  the  state's  larger  plants,  it  would  seem  reasonable  to 
assume  that  the  average  capacity  of  all  plants  in  California  is  much  lower  than 
this  average,    A  recent  study  in  North  Carolina  estimated  that  total  broiler 
processing  costs  per  pound  in  model  plants  would  be  3.80?  cents  per  pound  for  a 
600  bird-per-hour  capacity  plant,  3*238  cents  for  a  plant  of  2,U00  bird  capacity, 
and  3.073  for  a  li,80G  bird  capacity  plant .-^  A  New  England  study  reported  model 
plant  costs  of  3.803  cents  per  pound  in  a  600  bird-per-hour  capacity  plant  and 
2,969  cents  per  pound  in  a  3,600  bird-per-how  plant .-^  Although  no  recent 
Georgia  data  are  available,  a  Texas  study  in  1957  indicated  that  broiler  proc- 
essing plants  in  that  state  usually  operate  between  1,200  and  3,000  birds-per- 
hour.-^    This  area  is  probably  more  comparable  to  Georgia  than  is  California. 

It  has  been  indicated  that  differences  in  labor  costs  are  the  most  impor- 
tantsource  of  variation  of  processing  costs  between  regions,^   It  can  be 
assumed  that  processing  labor  costs  vary  in  jproportion  to  other  manufacturing 
labor  costs  in  each  region.    Data  for  May,  1958,  published  by  the  Bureau  of 
Labor  Statistics  showed  average  hourly  earnings  of  production  workers  in  manu- 
facturing in  California  to  be  I2.I42  and  those  in  Georgia  to  |1,50,  a  difference 
of  92  cents  per  hour,^    It  has  been  estimated  that  1,27  hours  of  labor  would 
be  required  to  process  100  pounds  of  broilers  in  a  model  plant  with  an  hova?ly 
capacity  of  2,1*00  birds Hence,  a  variation  of  10  cents  per  hour  in  wage 

1/  James  R,  Donald  and  Charles  E,  Bishop,  Broiler  Processing  Costs.  North 
Carolina  State  College,  Agricultural  Economics  Information  Series  No,  59 
(Raleigh,  1957),  p.  37. 

a/  George  B,  Rogers  and  Edwin  T.  Bardwell,  Marketing  New  England  Poultry. 
Part  2?    Economies  of  Scale  in  Chicken  Processing.  New  Hampshire  Agricultural 
Experiment  Station  Bui,  U59  (Durham,  1959),  p.  16. 

3/  G,  J,  Mountney  and  F,  A.  Gardner,  Processing  Texas  Broilers.  Texas  Agri- 
cultural Experiment  Station  Bui,  857  (College  Station,  1957),  p,  0. 

h/  William  R.  Henry,  "Broiler  Production  Regions  of  the  Future,"  Journal  of 
Farm  Economics,  vol.  39,  no.  5,  December,  1957,  p.  1192. 

^  U,  S.  Bureau  of  Labor  Statistics,  Employment  and  Earnings,  vol,  $,  no.  1, 
July,  1958,  p.  66. 

6/  Donald  and  Bishop,  p.  31« 
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rates  corresponds  to  a  difference  of  ,12?  cent    per  pound  in  processing  costs 
in  such  a  plant.    Although  this  is  a  higher  capacity  than  that  in  most  Cali- 
fornia plants,  evenlhis  difference  in  labor  costs  would  mean  a  processing  cost 
that  is  1,17  cents  per  pound  higher  in  California  than  in  Georgia. 

These  considerations  of  scale  of  plant  and  labor  costs  suggest  that  proc- 
essing costs  in  California  are  at  least  1  to  1,5  cents  per  pound  higher  than 
those  in  Georgia.    Therefore,  if  assembly  costs  are  assumed  equal  in  both 
areas,  producer  prices  in  California  would  be  expected  to  be  approximately  1,3 
to  1,8  cents  per  pound  higher,  using  the  model  indicated  by  equation  (3)  above. 
The  actual  differences  for  ttie  years  1955  through  1958  averaged  2,02  cents  per 
pound;  however,  the  1958  difference  was  only  1,57  cents  (Appendix  Table  A-2), 
In  ansifer  to  the  second  question  posed,  it  was  found  that  prices  paid  to 
California  broiler  growers  are  highly  correlated  with  prices  paid  in  the  south- 
eastern production  areas.    Analysis  of  prices  paid  for  live  birds  at  the  farm 
in  North  Georgia  and  those  paid  in  the  San  Joaquin  Valley  for  the  years  1955 
through  1958  showed  a  correlation  coefficient  of  ,96  (Apfpendix  Table  A-2), 
Since  the  production  areas  represented  by  these  data  are  believed  to  be  typical 
of  the  Southeast  and  California,  these  results  lead  to  the  conclusion  that 
prices  in  the  two  areas  move  up  and  down  together.    However,  it  mvtst  be  recog- 
nized that  month-to-month  comparisons  would  show  varying  degrees  of  correlation. 

If  it  is  assumed  that  transportation  and  assembly  costs  remained  constant 
during  the  years  covered    and  that  the  difference  in  processing  costs  remained 
the  same,  the  following  model  can  be  used:    P(sjy)  "  a  +  b  P(uQg^)«    The  re- 
gression coefficient  b  indicates  the  relationship  of  a  price  change  in  North 
Georgia  to  the  San  Joaquin  Valley  price  during  the  period  covered  by  the  data 
used.    Calculation  of  this  regression  coefficient  by  the  method  of  least  squares 
resulted  in  a  value  of  1.08.^   This  value  is  not  significantly  different  from 


y    P(SJV)  =  ^  *  ^  P(l^a) 

,      Std.  Dev.  (SJV) 

°  ~  Std.  Dev.  (NGa)  *  ^(SJV)  (NGa) 

=  -^j^l  •    .9633    =  1.0809 
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1,0  at  the  5  per  cent  level  of  significance,—'    From  this  it  seems  reasonable 
to  conclude  that  as  prices  change  in  North  Georgia, equivalent  price  changes 
occur  in  the  San  Joaquin  Valley,    The  a  coefficient,  representing  the  differ- 
ence in  costs  of  transportation,  assembly,  and  processing  between  the  two  areas 
under  the  assumed  conditions  was  calciilated  as  ,h3  cents  per  pound,  using  these 


Another  comparison  of  these  interraarket  relationships  is  presented  in 
Table  8.    Average  delivered  prices  for  19^7  in  various  markets  are  adjusted  by 
the  transportation  rates  from  different  surplus  producing  areas.    The  resulting 
prices,  shown  as  f •o.b»  plant,  would  be  expected  to  move  toward  equality  as 
equilibrium  conditions  were  approached.    That  these  "f .o.b#  plant  prices"  tend 
to  be  equalized  by  this  transportation  cost  adjustment  can  be  seen  from  Table  8, 
The  difference  in  these  prices  can  probably  be  largely  attributed  to  defects  in 
the  data  used,  market  imperfections,  and  the  fact  that  during  the  period  covered 
the  rapid  growth  of  the  broiler  industry  in  these  producing  areas  was  causing 
widespread  shifts  in  marketing  patterns. 

In  view  of  these  various  considerations,  it  seems  reasonable  to  conclude 
that  Calif ornia-produced  broilers  are  sold  in  markets  which  are  a  part  of  a 
"national  broiler  market,"    Price  levels  for  processed  birds  of  comparable  form 


1/  Hypothesis:    b  =  1,0 


data," 


£/ 


b  -  1 


1.08  -  1,0 
.0109g 


1.83 


At  the  $  per  cent  level  of  significance,  reject  if  -2,01- 1> 2,01, 


2/  a  -  P(sjv) 
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TABLE  8 


Approximate  F.O.B.  Plant  Prices  of  Ready-to-Cook  Broilers  in  Selected  Producing 
Areas  Computed  from  Market  Prices  of  Transportation  Rates,  1957 


! 

Markets 

! 

Area 

^  a/ 

Angeles-' 

Chicago     J  Cincinnati  !  Detroit 

Phila-  i 
delpfaia      i  St.  Louis 

Georgia : 

Average  delivered  price 
Less  transportation  cost 
F.o.b,  plant 

cents  per  pound 

33.10 

3.00 

30.75 
1.33 

31.33 
lf23 

30,9U 
1.58 

32,62 

1^68 

30.51 

lf38 

Arkansas : 

Average  delivered  price 
Less  transportation  cost 
F,o,b«  plant 

33.10 
1.8? 
31.27 

30,75 
1.28 

29.1»7 

31.33 
1.27 

30,06 

30  .9U 

1.53 
29  .Ul 

■ 

32,62 
1.82 

30,80 

t  1 

30.51 
-32 
30.19 

Missis sippit 

Average  delivered  price 
Less  transportation  cost 
F.o.b,  plant 

33.10 
2.50 

30,75 

1J;2 



31.33 

y 

30  .9U 

1.00 

32,62 

30.51 
1,02 

30.60 

29.33 

—    .   1 

29. 9U 

29. U9 

Texas : 

Average  delivered  price 
Less  transportation  cost 
1        F.o.b,  plant 

33.10 
1.U2 

30.75 

31.33 

30  .9U 
1^60 

32.62 
2.3? 

30.51 
.80 

31.68 

29.3U 

30.27 

29.71 

(Continued  on  next  page,) 
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Table  8  continued. 


a/  No  delivered  price  in  Los  Angeles  for  19^7  is  available;  however,  applying  the  spread  between  the  1^58 
price  to  retailers  in  los  Angeles  and  the  19^8  delivered  price,  which  is  available,  to  the  195?  price 
to  retailers,  the  delivered  price  shown  was  obtained, 

b/  Blanks  indicate  not  available. 

Sources : 

Average  delivered  prices:    U,  S,  Agriculttiral  Marketing  Service,  Dairy  and  Poultry  Market  Statistics . 

1958,  Statistical  Bulletin  No.  2^2  (Washington,  1959),  pp.  112-113, 

Transportation  rates:  U.  S.  Agricultural  Marketing  Service,  Interstate  Trucking  of  Fresh  and 

'    Frozen  Poultry  Ifoder  Agricultural  Exemption,  tferketing  Research  Report  No- 
22U  (Washington,  1958),  p.  78. 
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and  quality  are  set  within  the  framework  of  this  national  market.  However, 
prices  are  used  for  other  important  functions  in  the  California  grower-processor 
relationship. 

Processors  utilize  price  gtjarantees  and  price  differentials  as  competitive 
devices  to  obtain  live  broilers  from  particular  growers,  to  assure  themselves 
of  adequate,  continuoxas  supplies,  and  to  encourage  growers  to  supply  birds  with 
specific  differentiating  characteristics. 

Price  uncertainty  is  specifically  reduced  for  those  growers  and  grower- 
contractors  having  minimum  price  contracts  with  processors.    Although  the  price 
guarantee  and  method  of  price  determination  is  the  principal  featiare  of  these 
contracts,  they  also  eliminate  the  uncertainty  of  finding  sales  outlets  for  the 
birds  covered.    Many  processors  wish  to  assure  themselves  of  supplies  from 
particular  growers  with  whom  they  have  had  successful  relationships  over  time. 
A  contract  including  a  minimum  price  provision  may  be  used  for  this  purpose. 

Prices  for  live  birds  possessing  desired  specifications,  principally  cer- 
tain weights,  usually  vary  from  the  published  market  price  in  some  stipulated 
manner.    For  instance,  one  grower-processor  contract  provided  that  the  grower 
supply  2,500  2|«pouiid  birds  per  week  and  7,000  birds  weighing  over  34  pounds 
for  a  guaranteed  minimum  price  of  20  cents  per  pound  or  the  applicable  Market 
News  price  on  the  day  of  delivery  if  it  was  over  20  cents,  but  id.th  a  stated 
maximum  of  2k  cents. 

Specific  prices  to  be  paid  for  live  broilers  by  California  processors 
studied  were  not  indicated  in  formal  or  informal  agreements  with  suppliers. 
The  price  paid  for  each  lot  was  based  upon  the  "market"  at  the  time  of  de- 
livery for  processing!  however,  nearly  all  the  formal,  written  contracts  con- 
tained some  guaranteed  minimum  price  and/or  a  specific  relationship  to  market 
price  on  day  of  delivery,  such  as  a  fixed  differential  from  the  high,  low,  or 
average  price  reported  by  the  Federal-State  Market  News  Service  (Table  7) . 

The  market  price  used  was  the  Market  News  daily  price  reported  in  the 
particular  processor  area.    This  daily  price  is  reported  by  a  Market  News  repre- 
sentative in  each  of  the  three  principal  broiler  processing  areas  in  California- 
Los  Angeles,  San  Francisco,  and  Fresno  (for  the  San  Joaquin  Valley),    In  each 
of  these  areas,  this  representative  contacts  individual  buyers  of  live  birds 
and  from  their  daily  purchase  prices  determines  the  approximate  price  range 
of  the  day's  sales  to  processors.    This  price  is  published  in  a  l^rket  News 
Report  for  each  area  and  is  circulated  to  all  interested  parties. 

If  there  is  no  written  contract  between  the  processor  and  live-bird 
supplier,  the  price  paid  on  delivery  is  usually  the  appropriate  Market  News 
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price  or  ihe  processor  price  for  that  day.    The  processor  price,  under  these 
conditions,  reflects  not  only  expected  sales  prices  for  the  final  product  but 
also  processing  margin,  present  and  prospective  live-bird  supply,  and  price 
quotations  from  competing  out-of-state  areas.    These  quotations  are  generally 
known  by  California  processors  prior  to  their  own  p^ice  determination,  since  out- 
of-state  processors  must  quote  their  sales  prices  in  advance  of  delivery  dates 
because  of  transportation  time,    California  processors  mA\o  purchase  inshipped 
birds  for  resale  and  those  which  are  a  part  of  a  national  compare  with  plants  in 
other  processing  areas  have  direct  access  to  out-of-state  quotations.    In  addi- 
tion, the  Lferket  News  Service  obtains  a  daily  live-bird  price  from  three  of  the 
principal  broiler- producing  states  and  indicates  this  average  on  the  daily  report. 

Among  processors  surveyed,  about  35  per  cent  of  the  birds  purchased  were 
obtained  ui^r  formal  contracts  >diich  included  a  minimim  price  guarantee  pro- 
vision (Table  6).    The  others  were  subject  to  a  price  made  on  the  day  of  de- 
livery—either the  Iferket  News  price,  with  or  wiliiout  some  specified  differential, 
or  the  processors'  paying  price  for  that  day. 

iy»  Conclusion 

This  study  has  emphasized  the  factors  requiring  coordination  of  decision 
making  In  areas  of  mutual  interest  between  the  processor  and  his  suppliers  of 
live  birds.    Three  such  areas  have  been  discussed  in  detail:    (l)  quality  of  live 
birds,  (2)  volume  and  timing  of  placements  and  deliveries,  and  (3)  price.  Many 
of  the  developments  which  have  had  an  important  bearing  on  processors'  relation- 
ships with  their  suppliers  of  live  birds,  and  also  with  their  sales  outlets,  have 
resulted  from  broad  changes  in  the  broiler  industry.    Considerations  related  to 
the  state  of  the  industry  involve:    (1)  the  rapidity  of  industry  development  and 
the  consequent  need  for  effective  and  easy  communication  between  segments  in 
order  to  pass  on  large  amounts  of  technological  or  market  information,  (2)  the 
existence  of  generally  accepted  rules  of  procedure  and  conduct  of  interfirm 
transactions,  (3)  the  extent  of  development  of  specialized  agencies  to  handle 
specific  functions,  and  (U)  the  financial  strength  of  the  industry  members, 

TbB  rapid  development  of  the  broiler  industry  in  the  Itoited  States  since 
World  War  II  is  well  known.   Much  of  this  development  has  involved  new  production 
areas  and  new  producers  tiio  have  come  from  considerably  different  farming  pur- 
suits.   In  these  areas  and  in  relation  to  these  producers,  the  rapidity  of  this 
development  has  led  to  complex  problems  of  information  exchange,  and  with  no 
previously  existing  channels  of  communication  these  problems  have  resulted  in 
new  ways  of  transmitting  and  translating  information  into  performance. 
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As  Important  as  the  changes  in  the  California  broiler  industry  have  been  in 
the  past  decade  or  so,  they  have  not  been  as  great  nor  have  they  changed  the 
character  of  the  state's  poultry  industry  as  much  as  have  the  corresponding  de- 
velopments in  many  of  the  principal  broiler- producing  states.    Although  this 
study  indicates  that  procurement  sources  of  California  processors  have  shifted 
somewhat  dvie  to  organizational  changes  in  the  producing  segment  of  the  industry, 
these  sources  have  not  changed  such  as  to  demand  a  substantial  remolding  of  the 
institutional  structure  of  the  processing  segment.    As  the  volume  of  market  in- 
formation (such  as  hviyer  specifications)  and  the  technical  information  (such  as 
that  concerning  production  techniques)  increased,  existing  channels  of  communi- 
cation were  strained;  however,  improvements  and  additions  rather  than  abandonment 
were  the  result.   Recognized  rules  for   intraiJidustry  relationships  were  well 
established,  although  revision  was  reqinred  in  the  light  of  industry  changes. 

None  of  these  changes  has  been  independent  of  the  others.    In  particular, 
this  applies  to  the  development  of  specialized  agencies  which  usually  accompanies 
industry  growth.   As  the  broiler  industry  expanded  and  increased  operating  capital 
was  required  by  girowers,  the  various  Intermediary  financing  agencies  developed 
between  the  traditional  lending  institutions  and  the  producers.    These  agencies, 
usually  input-supplying  firms  with  a  direct  interest  in  broiler  volume,  not 
only  added  their  financial  strength  to  that  of  the  producers  but  performed 
specialized  services  varying  from  con^lete  supervision  to  marketing  edvice  and 
aid. 

As  a  consequence  of  these  developments,  these  intermediary  agencies,  grower- 
contractors,  and  financing  input  suppliers    are  either  the  principal  sources  of 
processor  supplies  of  live  birds  or  are  closely  involved  in  the  procurement  rela- 
tionship.   Nevertheless,  the  interfirm  arrangements  that  have  developed  in  the 
California  industry  are  not  characterized  by  formal  agreements.   Most  of  the 
processor-supplier  arrangements  are  on  an  informal  basis,  often  a  continuing, 
verbal  agreement.    The  success  of  these  informal  relationships  may  be  due  to 
several  factors.    One  is  the  fact  that  the  California  industry  is  relatively 
stable  compared  to  some  of  the  states  in  which  broiler  production  has  expanded 
so  rapidly  since  World  War  II.    Second,  the  success  of  the  intermediary  agency 
in  maintaining  and  expanding  California  production  and  in  coordinating  with  the 
processor  has  apparently  lessened  the  need  for  formal  arrangements  to  insure 
desired  specifications.    Uniformity  of  product  has  been  enhanced  through  this 
type  of  centralized  supervision,  and  other  production  problems  that  might  tend 
to  encourage  grower-processor  integration  have  been  reduced.    A  third  factor  is 
the  general  prevalence  of  small-scale  processors.    The  great  majority  of  the 
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state's  processors,  handle  less  than  S,0CO  broilers  per  week,  and  most  of  these 
probably  handle  less  than  1,000  per  week,    Iftider  these  conditions.  Informal 
arrangements  can  easily  be  maintained  with  suppliers  to  assure  adequate  volumes 
and  qualities  of  birds. 

In  adjusting  to  the  existing  conditions  in  the  broiler  industry,  California 
processors  interviewed  were  taking  one  of  the  following  five  courses  of  action  at 
the  time  of  this  study:    (1)  expansion  or  improvement  of  existing  facilities  in 
order  to  process  higher  volumes  and/or  lower  processing  costs  to  enable  them  to 
compete  more  effectively  with  inshipped  birds j  (2)  change  to  a  specialized  type 
of  operation,  such  as  packing  cut-up  birds  only,  in  order  to  cater  to  buyers 
desiring  these  special  servicesj  (3)  maintenance  of  existing  facilities  and 
operations  in  avoidance  of  any  major  change  until  the  future  of  the  California 
industry  becomes  more  evident;  (h)  engagement  in  wholesale  handling  of  inshipped 
broilers  to  a  limited  degree  in  addition  to  maintenance  of  existing  operations; 
(5)  switching  the  primary  emphasis  of  the  business  to  wholesaling  of  Inshipped 
broilers  and  other  products  processed  elsewhere. 

Among  the  processors  stvdied,  five,  inclviding  most  of  the  larger  operations, 
were  expanding  or  improving  their  facilities  as  indicated  in  alternative  number  1» 
Several  of  these  firms  were  also  engaged  in  wholesaling  inshipped  birds.  Four 
processors  were  turning  to  specialized  operations  as  indicated  in  alternative 
number  2,  and  five  processors,  inclviding  both  large  and  small  firms,  were  following 
alternative  number  3*  attempting  to  maintain  their  present  position.    Four  firms 
were  handling  small  amounts  of  inshipped  broilers  as  in  alternative  number  and 
three  processors  had  markedly  reduced  their  processing  operations  within  the  past 
few  years  and  were  shifting  to  wholesaling  of  inshipped  broilers  as  the  primary 
function  of  the  business. 

In  general,  the  adoustments  being  made  by  California  processors  studied  were 
placing  increased  empliasis  on  the  distributive  phase  of  their  operations.  None 
of  the  courses  of  action  indicated  included  more  direct  entry  into  the  production 
of  live  birds  either  through  contract  or  oxmership.    If  anything,  the  trend  was 
in  the  other  direction.    Two  firms,  for  example,  whose  primary  business  was  in 
areas  below  the  processing  level,  moved  into  the  operation  of  processing  plants. 
In  both  instances,  this  had  occtirred  during  the  year  preceding  this  study  and  was 
considered  largely  experimental  by  the  companies  involved.    Those  few  firms  that 
were  producing  their  own  birds  indicated  that  this  was  a  minor  and  declining  phase 
of  their  business.    At  least  one  large  processor  had  discontinued  a  contract 
growing  operation    j\ast  prior  to  this  study. 
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Processors  interviewed  believed  that  the  unsettled  conditions  prevailing 
in  the  California  industry  were  due  primarily  to  the  impact  of  inshipped,  ice- 
packed  birds  upon  local  markets  and  the  changing  nature  of  producer  credit 
sources  and  contract  arrangements  involving  various  input  suppliers.    3h  view  of 
these  conditions,  most  of  these  processors  were  moving  cautiously  in  the  adjust- 
ment of  their  own  operations. 
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APPENDIX  TABI£  A-1 

Annual  Commercial  Broiler  and  Fryer  Prodiiction 
California,  19U2-1957V 


1 

1  _ 

Year 

Number  of  ' 

Average 

thousand  1 

pounds 

thousand 

j  19U3 

j 

11,U80  1 

2.7  1 

30,996 

!  19hh 

18,0214  1 

3.0  ! 

i 

5U,072 

1 

27,577  1 

3.1  1 

85,U89 

i  19I46 

17,925  1 

3.3 

59,152  1 

! 

j  191*7 

20,793  ; 

3.2 

66,538  j 

:  191*8 

1 

21,833  1 

3.2 

j 

69,866  ! 

1  19U9 

28,601  I 

! 

3.2 

91,523  ! 

1950 

39,U69  1 

3.U 

13U,195  j 

i  1951 

1 

U7,757  1 

3.3 

157,598  j 

I  1952 

1*8,235 

3.3 

159,176 

U8,717  j 

3.3 

160,766 

!  195U 

50,179  1 

3.2 

160,573 

1 

1*8,516  1 

3.1 

I50,li00 

,  1956 

52,397 

3.3 

172,910 

1957 

U3,i*90  1 

3.3 

139,068 

a/  Includes  only  heavy  breed  and  heavy  crossbreed  chickens. 

Sources    California  Crop  and  livestock  Reporting  Service,  Poultry  and 

Hatchery  Production  in  California.  Summary  for  1957  (Sacramento,  1958), 
p.  7. 
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APEEWDn  TABI£  A-2 


Live  Broiler  Prices  Paid  at  the  Farm  in  North  Georgia  and  in  the 
San  Joaquin  Valley,  California,  19^5-1958 


Month 


North  Georgia  1  San  Joaquin  Valley 
monthly  average  prices,  cents  per  pound 


22^ 


January 

February 

March 

April 

May 

June 

Jxily 

August 

September 

October 

November 

December 

19$$  average 


12S^ 


January 

February 

March 

April 

May 

June 

July 

Atigust 

September 

October 

November 

December 

19^6  average 

January 

February 

March 

April 

Ifey 

June 

July 

Augnet 

September 

October 
;  November 
1  December 

1957  average 


23.86 
25.06 

28.73 
27.38 
26.66 
26.22 
25.50 
26.00 

23.5U 
20.61 
19.90 
18.82 

2U.36 


20.ljU 
20.75 
20. 9U 
19. 7U 
20.22 
19.05 
20.31 
18.79 
17.32 
16.38 
16.20 
15.22 

18.72 


17.15 
18. 7U 
18  .UU 
17.86 

18.73 
20,10 
20  ,,70 
19.75 
17.25 
16.25 
16.30 
16.12 

18.12 


25.2U 

26,  U2 

31.U7 
30.00 
29.50 
29.52 
28.12 
29.00 

27.  UO 
22.38 
21.18 
19.76 

26.67 


21,00 
21,28 
21.55 
21,6U 
21.93 
22,55 
23. 9h 
21,82 
20,56 
18.29 
I6.ii8 
19.51 

20.88 


20.96 
20,28 
22,19 
20.28 
20,59 
22,00 
22.76 
22. U5 
19c93 
16«52 
17.06 
17.01 

20.16 


(Continued  on  next  page.) 
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Appendix  Table  A-2  contintted. 


Month 

North  Georgia 

San  Joaquin  Valley 

monthly  average  prices,  cents  per  pound 

2223. 

January 

19.99 

20, 7o 

February 

19.00 

.  20»o7 

March 

90-81 

23.86 

April 

18.73 

20o99 

May 

19.73 

21.17 

June 

20.38 

22.05 

July 

18.3U 

20.52 

Augvist 

16.89 

19.09 

September 

15.77 

16.28 

October 

15.32 

15.91 

15.03 

17.26 

December 

IU.55 

15.18      .  . 

19$S  average 

17.95 

19.52 

1955-1958 

21.81 

average 

19.80 

Source:    U,  S,  Agricultural  Marketing  Service,  Dairy  and  Poultry 
Market  Statistics.  1955.  Statistical  Bulleton  No.  173  Washington, 
1956),  pp.  87  and  82;  Statistical  Bulletin  No.  219  (l957), 

pp.  121  and  ll6;  1957.  Statistical  Bulleton  No.  227  (1958),  pp.  110 
and  105 J  and  1958,  Statistical  Bulleton  No.  252  (1959),  PP.  99  and 
103. 
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APPENDK  B 

Estimates  of  California  Consmption  of  Broilers,  1957 

1,  U,  S,  Department  of  Agricultvire  estimates  that  the  19^7  per-capita 
consmption  of  chicken  meat  was  25.3  pounds  for  the  United  States 
as  a  whole.    It  also  estimates  that  73  per  cent  of  this  consumption, 
or  18,5  pounds,  was  broiler  m&a.%M 

The  California  Department  of  Finance  estimated  the  population 
of  California  on  July  1,  1957,  as  lli,l60,000  persons.-^ 

These  figures  indicate  a  total  California  broiler  meat  con- 
sumption of  261,960,000  pounds  dtiring  1957.    Using  an  average 
dressed  weight  of  2,5  pounds  per  bird,  this  would  mean  a  consump- 
tion of  approximately  10U,78U,000  birds  in  that  year. 

2.  The  U.  S.  Department  of  Agriculttire  survey  of  household  food  con- 
suiT5)tion  in  1955  estimated  that  western  households  used  1,7U  pounds 
of  chicken  meat  per  week.    This  would  indicate  an  annual  consumption 
of  90,U8  pounds.^   Using  the  U,  S.  Department  of  Agricultiire  estimate 
of  73  per  cent  broiler  meat,  this  would  give  a  per-household  con- 
sumption of  66.05  pounds  of  broiler  meat.^ 

This  household  survey  also  estimated  that  the  average  western 
household  consisted  of  3.22  persons,^    Using  the  1957  population 
figure  of  lii,l60,000,  this  per-household  figure  yields  an  estimate 
of  Uj397,5l5  households.    This  number  of  households,  multiplied  by 
the  per-household  consumption  estimate,  gives  a  total  CaHfomia 
consumption  estimate  of  290,1^55,866  pounds  of  broiler  meat.    At  2,5 
pounds  average  dressed  weight,  this  indicates  an  annual  consumption 
of  116,182,3146  birds. 

1/  U.  S,  Agricultural  Marketing  Service,  The  Poultry  and  Egg  Situation,  PES 
192"(¥ashington,  1957),  Table  9,  p.  21. 

2/  California  Department  of  Finance,  Population  of  California  Areas  and 
Counties,  1957  (Sacramento,  1957),  p.  1. 

3/  U,  S,  Department  of  Agriculture,  Household  Food  Consumption  Survey;  1955, 
Food  Consumption  of  Households  in  the  West,  Report  No,  5  (Washington,  1951) i 
Table  10,  p.  69. 

I]/  U,  S,  Agricultural  Marketing  Service,  The  Poultry  and  Egg  Situation. 

5/  U.  S,  Department  of  Agriculture,  Household  Food  Consumption  .  .  .,  Table  2, 
p.  7. 
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